
J I f i ^ 4,^ 


palgrave^pivot 


SUSTAINABLE 

BANKING 

Issues and 
Challenges 




Sustainable Banking 


Rosella Care 


Sustainable Banking 

Issues and Challenges 


pa I grave 

macmillan 


Rosella Care 
DSGSES 

University Magna Graecia of Catanzaro 
Catanzaro, Italy 


ISBN 978-3-319-73388-3 ISBN 978-3-319-73389-0 (eBook) 

https://doi.org/10.1007/978-3-319-73389-0 

Library of Congress Control Number: 2018932364 

© The Editor(s) (if applicable) and The Author(s) 2018 

This work is subject to copyright. All rights are solely and exclusively licensed by the 
Publisher, whether the whole or part of the material is concerned, specifically the rights of 
translation, reprinting, reuse of illustrations, recitation, broadcasting, reproduction on 
microfilms or in any other physical way, and transmission or information storage and retrieval, 
electronic adaptation, computer software, or by similar or dissimilar methodology now 
known or hereafter developed. 

The use of general descriptive names, registered names, trademarks, service marks, etc. in this 
publication does not imply, even in the absence of a specific statement, that such names are 
exempt from the relevant protective laws and regulations and therefore free for general use. 
The publisher, the authors and the editors are safe to assume that the advice and information 
in this book are believed to be true and accurate at the date of publication. Neither the 
publisher nor the authors or the editors give a warranty, express or implied, with respect to 
the material contained herein or for any errors or omissions that may have been made. The 
publisher remains neutral with regard to jurisdictional claims in published maps and institutional 
affiliations. 

Cover credit: Detail de la Tour Eiffel © nemesis2207/Fotolia.co.uk 
Printed on acid-free paper 

This Palgrave Pivot imprint is published by Springer Nature 

The registered company is Springer International Publishing AG 

The registered company address is: Gewerbestrasse 11, 6330 Cham, Switzerland 


Foreword 


In the face of humanity’s unsustainable journey, current geopolitical crises, 
and climate challenges, the implementation of the 17 sustainable develop¬ 
ment goals (SDGs) of the United Nations (UN) and the Paris climate accord 
(COP21) has become an unavoidable obligation for the business and invest¬ 
ment and banking communities. Yet, scientists, investors, entrepreneurs, 
businesspeople, politicians, economists, civil society, and political leaders are 
daunted by the task at hand, and so are financial intermediaries. 

In recent years, discussions of the relationship between business and 
society have made immense progress. The underlying intention of this 
work is to contribute to the world's most challenging problems by creat¬ 
ing value for both business and society through financial intermediation. 
Previous volumes have considered global and professional perspectives on 
corporate social responsibility (CSR). Here, we focus specifically on bank¬ 
ing, which is now in the eye of the storm. 

There is no doubt about what prompted this book: the international 
financial and economic crisis of 2008 and ongoing research on how banks 
can contribute to societal welfare, to FOP 21, and to the UN SDGs. This 
book is novel in analyzing the concept of sustainable banking via a twofold 
approach (theoretical and practical) to provide a comprehensive overview of 
prerequisites of sustainable banking, with a focus on literature and practices. 
By engaging in this publishing project, Rosella is laying foundations for a 
future that is sustainable, ethical, and supported by sound governance. 
There could indeed be such a thing as “sustainable banking”, allowing 
banks and intermediaries to be part of the solution rather than constituting 
the problem. 
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The book, as a suitable guide, should be recommended reading for all 
bankers and for all who are preparing for careers in financial services. All 
financial service professionals should be required to reflect on the issues and 
cases presented, and to respond in writing on their own practices against 
such a backdrop. There is a case for organizing dialogue seminars at univer¬ 
sities that involve financial services professionals in countries such as the 
United Kingdom, Sweden, and Norway. General readers must be able to 
gain insights into current debates and to move on from simple stereotypes. 

Sustainable banking can be viewed as a fast-growing international field 
that supports vital international professional debates addressing problems 
related to knowledge, culture, and communication. 

Green bonds, social impact bonds, impact investing, and social entre¬ 
preneurship constitute good examples of sustainable finance and interme¬ 
diation. First, however, one must get the foundation correct. Otherwise, 
the new wedding cake will crack and collapse. The foundation is the inner 
attitudes of investors, managers, entrepreneurs, intermediaries, and invest¬ 
ees, as well as the integral approach to investment and finance, which 
includes internal and cultural dimensions of humanity. 

I herewith congratulate Rosella for her achievements. I am certain that 
the book will make major contributions to the field of sustainable banking. 


Funder of ECCOS Impact GmbH & 

External Lecturer at Modul University (Vienna) 


Karen Wendt 
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CHAPTER 1 


Overview 


Abstract This chapter provides an overview of the structure of the book, 
identifying the main themes of any chapters and clarifying the main aims. 

Keywords Sustainable banking • Financial crisis • Sustainable development 


1.1 Introduction 

The consequences of the financial crisis have strengthened interest in sus¬ 
tainable business models, and investors are giving increasing notice to sus¬ 
tainable business management that takes environmental, social, and 
governance (ESG) criteria into consideration. In recent times, the concept 
of sustainability has grown in recognition and importance, and has become 
one of the most talked about topics. Exponential population growth, global 
warming, and a growing disparity of incomes have all given rise to evermore 
insistent calls for social justice and environmentally friendly development. 

The linkages between finance and sustainable development have been 
explored by many academics, and recent studies underline that sustain¬ 
ability can be useful in improving the stability of the financial system 
(Liu 2012; Alexander 2014) and that sustainability and ethical values 
can play a key role in finance (Lehner 2016). Being capital providers, 
banks can help address new economic realities linked to environmental 
and social (E&S) sustainability and can contribute to national sustainable 
development agendas (IFC 2017). 
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Sustainable behaviors are gradually becoming more embedded into 
banking business models and strategies. This signals a radical change of 
direction in the way that banking industry has approached financial mar¬ 
kets in the past. Therefore, this promising approach can be considered as 
strategic in its intent and purposes, as banks are capable of being “sustain¬ 
able” while pursuing their profit-making activities. This transformation 
implies that the banks’ commitment may represent a viable way to add 
value to the business itself while also adding value to society by promoting 
sustainable development. Banks are currently involved in national and 
international sustainability programs, are included in national and interna¬ 
tional sustainability indices (e.g., Dow Jones Sustainability Index and 
Financial Times Stock Exchange4Good [FTSE4GOOD]), and participate 
in national and international business sustainability programs, such as 
those hosted by the United Nations. The connections between the issue 
of sustainable development and banking activities can be detected in the 
1990s, when banks had increasingly begun to incorporate environmental 
requirements into their lending decisions, developed risk assessment pro¬ 
cedures to offset potential liability for environmental damage caused by 
their borrowers, and developed many corporate social responsibility and 
risks agendas (Coulson and O’Sullivan 2013). Banks are becoming aware 
that their clients’ mismanagement of environmental risks may affect their 
own business as lenders and their reputational capital (Jeucken 2011; 
Bouma et al. 2017). Environmental risks influence the counterparty risk; 
therefore, banks affect sustainable development directly—through their 
“day-to-day” operational activities (Case 1999; Jeucken 2011) —and indi¬ 
rectly, through the products and services they offer (Thompson 1998; 
Case 1999; Weber 2012; Bouma et al. 2017). 

Actually, several key changes are occurring in the regulation and super¬ 
vision of banking (and financial) systems at the international level. 
However, regardless of regulatory regime, several banks have incentives to 
voluntarily provide information regarding their engagement in sustainable 
practices (Carnevale and Mazzuca 2014; Care 2017). What emerges from 
these conditions is that the way in which banks operate is changing. 
External and internal pressures are transforming the approach of banking, 
and in this scenario, banks can gain advantages from the new business 
opportunities that sustainability offers. 

This book provides an exploratory analysis into the field of sustainable 
banking and is based on the following research objectives: (1) to explore 
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the concept of sustainable banking both in theory and in practice, (2) to 
understand what the main drivers are that are pushing banks toward a more 
sustainable business approach, and (3) to determine the main opportunities 
and challenges that can be derived from this new banking concept. 

In pursuing these objectives, this book utilizes the two most important 
definitions of sustainable banking. In particular, Weber (2012) explains 
that sustainable banking integrates ESG criteria into traditional banking 
and sets ESG benefits as a key objective. The authors also summarize the 
main aspects of sustainable banking as follows: (2) internal environmental 
management; (2) environmental credit risk management; (3) socially 
responsible investment; (4) carbon finance; and (5) impact investment. 

The second definition is provided by Bouma et al. (2017) and high¬ 
lights that “sustainable banking” can be considered a dynamic term 
because its definition changes over time and considered a term without 
clear borders because the relationship between banks and their stakehold¬ 
ers make the concept relevant to actors other than just the banks them¬ 
selves. The authors also highlight a series of themes that are fairly central 
and interrelated, such as (1) the policies of banks, (2) communication and 
transparency, (3) environmental investments and environmental risks, and 
(4) the role of governments, nongovernmental organizations (NGOs), 
and multilateral banks (Bouma et al. 2017). 

This book is founded upon four major aspects that characterize sustain¬ 
able banking: risks, products and services, transparency and communica¬ 
tion, and external pressures. Overall, the book is organized as depicted in 
the framework of Fig. 1.1. 

In Fig. 1.1, the four aspects shown (transparency and communica¬ 
tion, products and services, risks, and external pressures) are the starting 
point of the entire book and are analyzed both in theory through Chaps. 
3 and 4 (on the left side) and in practice through Chaps. 5 and 6 (on the 
right side). Moreover, to address the main theme of this book, the rela¬ 
tionship between ethics and finance has been analyzed by providing 
some useful insight for the understanding of the main drivers that are 
moving academia in considering new alternative finance and business 
practices. Finally, Chap. 7 draws on the previous findings of the entire 
book and highlights future research directions. In the following, Chaps. 
2, 3, 4, 5, 6 and 7 are illustrated in more detail, and the core idea of each 
chapter is outlined. 


Chapter 2 - Ethics and Finance: the unresolved puzzle 
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1.2 Chapter 2 : Ethics and Finance: 
The Unresolved Puzzle 


The chapter moves from recent critiques of mainstream finance and pro¬ 
vides an excursus on the role of ethics in finance. By underlining how 
several scholars have questioned the essence of neoclassical approaches 
based on rational behaviors and profit maximization, this chapter focuses 
on the emerging role of alternative approaches and on the themes of social 
finance and social banking. At the same time, the chapter outlines the new 
pathway that is affirming academic finance and banking research by focus¬ 
ing on social finance and social banking. Finally, it offers in Appendix 2.1 
an analysis of two of the most important social banks and lays the basis for 
the comparison with sustainable banking in Chap. 7. 

1.3 Chapter 3 : Exploring the Role of Banks 
in Sustainable Development 

This chapter provides an overview of the role that banks can play in sus¬ 
tainable development and of the major challenges and opportunities that 
emerge from this new business approach. Environmental and social pres¬ 
sures are linked with sustainability and are the main thread of the entire 
book. This chapter highlights the contributions of the banking system in 
the achievement of sustainable development, by underlying the major 
changes that occurred at the international level. Then, it introduces the 
role of CSR practices towards sustainability in banking by focusing on the 
role of the credit risk management process and describes how sustainability 
issues might create value for banks. 

1.4 Chapter 4 : Emerging Practices in Sustainable 

Banking 

Environmental concerns are pushing banks towards the development of 
new products and investment and communication strategies. From the 
banks’ point of view, sustainable products may be seen as both a strategic 
and commercial opportunity. At the same time, communicating bank 
engagement in sustainable approaches may represent a pathway towards 
new market opportunities in terms of reputation and customer perception. 
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This chapter gives an overview of the most important sustainable products 
and services developed by the banking industry and describes the role of 
sustainability disclosure in terms of both opportunities and risks of 
inactions. 

At the same time, communicating bank engagement in sustainable 
approaches may represent a pathway toward new market opportunities in 
terms of reputation and customer perception. This chapter gives an over¬ 
view of the most important sustainable products and services developed by 
the banking industry and describes the role of sustainability disclosure in 
terms of both opportunities and risks of inactions. 

1.5 Chapter 5 : Sustainability in Banks: Emerging 

Trends 

The chapter compares the sustainability and environmental disclosure 
practices of European banks from a practical point of view. Through an 
exploratory analysis based on multiple case studies, six banks enclosed in 
the Global 100 Sustainable Companies have been scrutinized. The chap¬ 
ter represents the starting point from which this book tries to understand 
what it means to be a sustainable bank from a practical perspective. In 
particular, it is based on the analysis of disclosed information and thus 
analyzes banks’ behaviors and efforts towards sustainability from an exter¬ 
nal standpoint. 

1.6 Chapter 6 : Being a Sustainable Bank: The Case 
of Intesa Sanpaolo 

This chapter—by using a single case study approach—is based on the 
experience of Intesa Sanpaolo Group. This chapter has been written in 
collaboration with Intesa Sanpaolo’s External Relations Department and 
highlights in a comprehensive manner the bank’s approach to sustainabil¬ 
ity (including its social and environmental efforts for the community). 
The chapter tries to analyze what it means to be a sustainable bank from 
an internal standpoint. 
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1.7 Chapter 7 : Looking Back, Looking Forward 

This chapter draws from the previous theoretical and empirical findings by 
providing an integrated framework for the comprehension of the sustain¬ 
able banking phenomenon. Finally, the chapter offers suggestions and 
future research directions. 

1.8 Methodology 

This book has used a variety of methods to provide a wide overview of 
theoretical and practical perspectives on sustainable banking. These meth¬ 
ods span from systematic literature review to case studies. The first three 
chapters are based on a theoretical analysis of sustainable banking. The 
book supplements this theoretical overview with practical case studies to 
provide readers with examples of sustainable banking activities. 

Chapters 5 and 6 are based on up-to-date data and information retrieved 
from international databases (such as ORB IS) or from public-domain doc¬ 
uments that can be freely accessed from banks’ websites. Multiple case 
studies are presented in Chap. 5, while a single case study is analyzed in 
Chap. 6. Chapter 6 has been directly drawn up by Intesa Sanpaolo with 
the aim to describe—from the Bank’s perspective—what they intend for 
sustainable banking. 

1.9 Who Should Read This Book? 

This book aims to provide business students, practitioners, and scholars 
with a broad analysis—both theoretical and practical—of what it means to 
be a sustainable bank. E&S pressures are the link with sustainability and 
the leitmotiv of the entire book that is organized into seven chapters, of 
which two are dedicated to practical case studies and analysis. 

The innovativeness of this book concerns the idea of analyzing the 
concept of sustainable banking by using a twofold approach (both the¬ 
oretical and practical), and is able to provide a comprehensive overview 
of sustainable banking literature and practices. The book features the 
following: 
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• Up-to-date academic literature and practitioners’ points of view on 
the topic of sustainable banking, 

• a broad outline on new sustainable banking models and strategies 
that incorporate E&S issues, and 

• case studies focusing on the sustainable approach of banks, including 
deeper analyses of their disclosure activities. 

This book is intended to reach an audience of both academics and prac¬ 
titioners. However, embracing this vision brings with it a set of challenges 
inherent in reaching out to such a broad audience. The importance of the 
topic makes this goal a necessity, even though the realms of academia and 
practice historically have been worlds apart. Drawing these two domains 
together has enormous potential for advancing the field of sustainable 
banking. Finally, the other potential readers of this book are business stu¬ 
dents interested in finance and banking. 
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CHAPTER 2 


Ethics and Finance: The Unresolved Puzzle 


Abstract This chapter moves from recent critiques of mainstream finance 
and provides an excursus on the role of ethics in finance. By underlining 
how several scholars have questioned the essence of neoclassical approaches 
based on rational behaviors and profit maximization, the chapter focuses 
on the emerging role of alternative approaches and on the themes of social 
finance and social banking. 

Keywords Mainstream finance • Ethics • Social finance • Social banking 


2.1 Introduction 

The global financial crisis illustrated that the expansion of the financial sector, 
the phenomenal sophistication of financial products, and the unprecedented 
velocity of financial transactions have together profoundly altered the rela¬ 
tionships between finance, the economy, and society (Lagoarde-Segot 2017, 
p. 113). 1 Three main facets of the international financial system—under the 
ideological conditions of neoliberalism—led to the crisis: social irresponsibil¬ 
ity, intransparency, and unsustainability (Benedikter 2011). 

Irresponsibility, morally dubious behavior, and financial misconduct 
have had a disruptive impact on society. The emerging fields of social 
finance and social and sustainable banking represent attempts to include 
broader considerations of fairness, social values, and social justice in 
financial market operations. 
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This chapter provides an excursus on the role of ethics in finance. By 
showing how several scholars have questioned the essence of neoclassical 
approaches based on rational behaviors and profit maximization, the chap¬ 
ter focuses on the emerging role of alternative approaches and on themes 
of social finance and social banking. Finally, the appendix provides an 
overview of the two most important social banks to describe their main 
characteristics. 

2.2 Concepts of Ethics Applied to Finance 

The concept of ethics—and especially of a lack of ethics in business behav¬ 
iors—has been brought to the fore by the crisis (Dembinski 2009; Lewis 
et al. 2010; Van Hoorn 2015) and is considered to be an important future 
challenge (McCosh 1999; Stiickelberger 2012). Although finance raises 
many ethical issues, the academic study of ethics has received little attention 
from scholars in the finance and business disciplines (Boatright 2010). 
Boatright (2010 p. 3) clarifies this issue: “ The neglect by finance scholars is 
understandable given the research paradigm in the field , which not only 
excludes normative questions from study but also demands the use of particular 
analytical tools and methodologies. For most finance scholars, the task of address¬ 
ing ethical issues is simply not what they are trained to do.” The ways of think¬ 
ing in finance owe much to the general field of economics. Thus, finance 
scholars have developed the general economic conceptual framework to 
assume a distinctive finance-oriented view of the world (Kolb 2010). 

San-Jose and Retolaza (2017) argue that the debate about ethics and 
finance is still open and that scholars are divided between those who con¬ 
sider this relationship to be an oxymoron and those who consider princi¬ 
ples and values to be the basis of finance. In the first case, the relationship 
between ethics and finance is considered an oxymoron because the finan¬ 
cial market structure leads to the maximization of profit grounded in self- 
interest (Dobson 1997; Werhane and Freeman 1999; San-Jose and 
Retolaza 2017). In this vein, Dobson (1997) highlights how something 
has gone wrong in the transition from the “self-interest” approach used by 
Smith and Hume to the “self-interest” approach used in the finance para¬ 
digm, and that traditional finance is based on rational agents that are indi¬ 
vidualistic, materialistic, and competitive (Dobson 1997). The view of 
business as “amoral” and thus the need for a separate discourse of “ethics” 
is described by Freeman (1994) and Werhane and Freeman (1999) via the 
“separation thesis” that pervades business ethics. The separation thesis is 
based on the following idea: “the discourse of business and the discourse of 
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ethics can be separated so that sentences like , c x is a business decision’ have no 
moral content , and c x is a moral decision’ have no business contend ’ (Freeman 
1994, p. 5). Freeman offers a provocative explanation, clarified by Wicks 
(1996), for why the normative core of business research is perceived as 
fundamentally at odds with the pervasive wisdom on business and with the 
academic literature on management, while Sandberg (2008, p. 230) defines 
values as “ embedded in social contexts from which they cannot be removed”. 

It seems clear that one of the main critiques of mainstream neoclassical 
theory is that it has failed to incorporate into its corpus notions of altru¬ 
ism, morality, and ethics; that economic agents are completely self- 
interested in terms of their underlying motivational structures (Altman 
2005); and that opportunism is built into financial economics in a most 
fundamental way (Dobson 2010). 

In this vein, academics argue that contemporary economic theory is 
flawed (Etzioni 1988) or in need of revision (Altman 2004; Henrich 2004; 
Kahneman et al. 1986a, b), while others consider financial economics to be 
incompletely detached from ethics and value (Dobson 1991). From a theo¬ 
retical point of view, Kolb (2010) identifies two more recent developments 
that have also involved ethical issues and, namely, issues of enterprise or 
integrated risk management and behavioral finance. In particular, behavioral 
finance developments are the result of advances in psychology that yield a 
more realistic understanding of people’s actual financial decisions. The result 
has been to replace the simple view of homo economicus as a perfect utility 
maximizer with a more complex conceptualization that managers must con¬ 
sider in their efforts to increase firm value (Kolb 2010). Oberlechner (2007) 
provides an extensive review of psychological research relevant to the ethical 
decision-making process, while Prentice (2007, p. 17) highlights that “the 
flourishing field of behavioral finance indicates that people often do not engage 
in optimal decision making when investing. The same cognitive biases and 
mental heuristics that cause suboptimal investing may also cause people to make 
unethical decisions. Tor that reason , good intentions are necessary , but they are 
not sufficient for finance professionals who desire to act ethically”. 

2.3 Critics of Mainstream Finance 

The recent financial, economic, and social turmoil calls for a profound 
reconsideration of finance theory (Lagoarde-Segot 2010; Porter and 
Kramer 2011; Rappaport and Bogle 2011; Bay and Schinkus 2012; Shiller 
2013; Krugman 2014; Lagoarde-Segot 2014; Lagoarde-Segot 2016) by 
questioning the assumptions and paradigms of mainstream literature 
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(Paranque and Perez 2016; Lagoarde-Segot 2017; Lagoarde-Segot and 
Paranque 2017). One of the most interesting effects of this particular mar¬ 
ket crash is that finance theory has been directly blamed for the crisis 
(Fabozzi et al. 2014; Zingales 2015; Care et al. 2018). Specifically, stan¬ 
dard models are being questioned because they do not take into account 
the whole picture and especially neglect the behavioral and “human” 
aspects of the markets (Colander et al. 2009; Jorion 2009; Lawson 2009; 
Kirman 2010; Vasile et al. 2011). 

The origins of modern finance are generally dated to the development of 
modern portfolio theory (MPT) in the 1950s and its dominant perspective 
is the efficient market hypothesis (EMH) 2 (Preda 2017). Mainstream aca¬ 
demic finance is based on the following theories: (1) efficient market the¬ 
ory, (2) portfolio theory, (3) capital asset pricing theory, (4) option pricing 
theory, (5) agency theory, (6) arbitrage pricing theory, (7) capital budget¬ 
ing policy, (8) capital structure policy, and (9) dividend policy (Smith and 
Clifford 1990; Bettner et al. 1994). Bettner et al. (1994) note that the 
common threads across theories and policies of mainstream academic 
finance include the following: 

1. An underlying cause and effect mechanism animates all financial activity, 
and connections exist between initial conditions and final outcomes. 

2. Connections are determinable, and then outcomes can be predicted with 
certainty. 

3. All relevant human behavior is governed by the cause and effect mechanism. 

4. All financial activity can be quantified, and the logic of statistical analysis 
and inference applies to all measurements. 

5. All human beings have equal access to the institutions and systems within 
which financial activity is undertaken (p. 3). 

The concepts of rationality and efficiency are central to contemporary 
economics and finance, and scholars take individuals’ choices as a starting 
point in their analyses (Hsieh 2010). 

Critiques of mainstream finance can be analyzed based on three perspec¬ 
tives: individual behaviors, the analysis level, and the overall conceptual 
framework (Paranque and Perez 2016). 

According to the individual behavior perspective, the main critiques of 
mainstream finance are based on the fact that it does not consider “human 
aspects” that may foster fear and greed (Shefrin and Statman 2000) and 
immoral and inappropriate behavior among financial market agents 
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(including supporting entities, such as rating agencies and regulatory 
institutions) (Szyszka 2011). In this sense, classical examples of various 
deviations from “rationality” have been revealed by behavioral research 
since the 1970s. In the last 40 years, behavioral researchers have won 
Nobel Prizes and accumulated evidence that renders it difficult to deny 
that these theories challenging the underlying assumption that agents are 
fully rational represent a credible alternative paradigm (Gippel 2013). 

Finance theory has also been criticized for the weak design of its theories 
(Paranque and Perez 2016). Findlay and Williams (1985) provide a cogent 
critique of mainstream finance theory by arguing that its assumptions are 
manifestly contradicted by observations and that the capabilities of a theory 
to explain depend upon the methodological approaches it adopts. In the 
same vein, Blommestein (2009) states, “ Testing an economic theory in 
quantitative form requires the introduction of all sorts of ad hoe statistical or 
econometric modeling assumptions in order to arrive at a fully specified empir¬ 
ical model. This ad hoe nature of economic model building generates a signifi¬ 
cant degree of specification uncertainty. [...] Semantically insufficient 
theories , therefore , make it very hard to formulate reliable empirical models. 
In other words , the big problem with economic theories is not that they are too 
simplistic or that so-called ‘unrealistic’ assumptions are being used , but it is 
their semantical insufficiency (low degree of testability)” (p. 71). To describe 
how “mainstream finance” maintains its hegemony, Keasey and Hudson 
(2007) bring to light that “ researchers take data from the outside world , 
often ignoring the rich complexities of the context which has given rise to the 
data , and creates puzzles where the data does not fit into the traditional core 
of the subject. These puzzles then act as catalysts for research activity as research¬ 
ers try to ‘solve’ them. As a description of this research process we use the meta¬ 
phor of C A House Without Windows (p. 933). In the metaphor used by 
Keasey and Hudson (2007), the community of finance scholars lives inside 
the house and their debates and models are internally consistent, but they 
require “new facts” if the debate is to be kept alive. However, rather than 
attempting to view the actions of individuals firsthand or to engage in 
debates with individuals who are involved in financial decision-making, the 
finance community prefers to stay safe and to use data from the world out¬ 
side. The problem is that these data feeds are interpreted from their shared 
paradigms. In this way, anomalies give rise to new debates that attempt to 
reconcile them with the existing paradigm (Keasey and Hudson 2007). 
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2.4 From Critics of Mainstream Finance to Social 
Finance and Social Banking: A New Humanistic 
Approach 

The 2007/2009 financial crisis has shaken investors’ confidence in 
established market ideologies by renewing interest in the impacts that 
investments may have and by renewing interests in what could be 
considered “alternative finance”. As noted by Shiller (2013, p. 10), 
finance should be defined not merely as the manipulation of money or as 
the management of risk but also as the stewardship of society’s assets. 
The author argues for the need to envision new ways to rechannel 
financial creativity to benefit society as a whole. Indeed, this shift toward 
social finance can, in its essence, be considered part of a basic mind-set 
shift under the influence of the crisis, one that highlights a new 
“financial humanism” taking the form of a heightened responsibility for 
sustainable development in the social and environmental spheres 
(Benedikter 2011). 

In the academic literature, social finance can be considered a relatively 
new development in the international banking and finance sector 
(Benedikter 2011; Hangl 2014; Joy et al. 2011; Lehner and Nicholls 
2014). 3 According to the conceptual approach applied by Weber (2012, 
p. 3), social finance is “an umbrella term for financial products and services 
that strive to achieve a positive social, environmental or sustainability 
impact”. Moore et al. (2012, p. 116) note that “social finance refers to the 
deployment of financial resources primarily for social and environmental 
returns, as well as in some cases, a financial return”. 

Social finance is based on a set of values that gives priority to ethi¬ 
cal and ecological choices, social utility, public interest, local develop¬ 
ment, and long-term returns over short-term profit maximization 
(Vandemeulebroucke et al. 2010). In particular, Nicholls and Pharoah 
(2007, p. 2) underline that it refers to more than just the flow of money 
into social or environmental projects, as it is conceived as an ethos of 
the way money is used. A deeper understanding of social finance has not 
been facilitated by the numerous terms applied to the concept of inten¬ 
tional investing for positive social impact (Harji and Hebb 2010). Social 
finance, social investment, and impact investment are commonly used as 
synonyms (Moore et al. 2012). Hochstadter and Scheck (2015) stress 
that social finance and social investment are not perfectly congruent with 
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impact investing. Instead, these authors consider impact investing to be a 
subtype of social finance/investment (Hochstadter and Scheck 2015). As 
the main distinction between conventional and social finance, the latter 
uses financial services and products to achieve a positive impact on soci¬ 
ety, the environment, or sustainable development (Weber 2012; Weber 
and Duan 2012). Social finance can be generally classified into three main 
categories: (1) social banking, (2) impact investing, and (3) microfinance 
(Weber and Duan 2012). Social banking is conducted by social, ethical, 
or alternative banks and partly by cooperative banks and credit unions 
(Weber and Remer 2011). In contrast to conventional banks, social banks 
provide loans to create a social or environmental benefit (Edery 2006; 
da Silva 2007). Social banking is not a new phenomenon in the finance 
landscape. The notion of social banking has its origins in religious and 
ethical movements and represents an alternative means of engaging in 
banking. Social banks grew exceptionally in the years of the financial crisis 
(Benedikter 2011; Weber 2011) and are considered an alternative and 
more resilient way of banking. 

2.5 Social Banks: Definitions and Practices 

The term “social banking”—also referred as “alternative”, “ethical”, 
“green”, “sustainable”, and “values-based” banking—describes banking 
and financial services designed to contribute to the development and pros¬ 
pering of people and the planet today and in the future (Institute for 
Social Banking 2017). As noted by Weber and Remer (2011) and by 
Tischer and Remer (2016), a clear definition of social banking does not 
exist, essentially because each alternative term used has a “slightly different 
center of gravity” by placing the focus on different aspects of social change 
and development (Benedikter 2011). Thus, De Clerck (2009, p. 214) 
states: “ Social , ethical , alternative , sustainable , development and solidarity 
banking and finance are denominations that are currently used to express 
particular ways of working with money , based on non-finaneial delibera¬ 
tions. A precise and unified definition of these types of finance as such is not 
available and perhaps not possible because of the different traditions from 
which ethical finance actors have emerged .” 

Weber and Remer (2011) highlight that “ social banking sounds like an 
oxymoron , combining what does not belong together. To others banking is 
inherently social and to them the phrase social banking is almost tautological. 
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Some refer to social banks as those that serve socially oriented or charitable 
clients. Others use the term social banking to refer to banking based on the 
new social media, such as the Internet and related software. In some regions 
social banking is equated with government banking, in others it is equated 
with micro finance. Finally, some argue the social part in social banking could 
and should be replaced by sustainable or ethical, whilst others insist that these 
terms are not to be used interchangeably ” (p. 1). Social banks are financial 
intermediaries that focus on noneconomic criteria (Cornee and Szafarz 
2014) and that deliver financial services to individuals and organizations 
that have positive social, environmental, or sustainable impacts (Weber 
2012; Weber and Duan 2012). Their business model is based on two prin¬ 
ciples: achieving a positive impact on society and achieving a sustainable 
financial return (Guene and Mayo 2001; Geobey and Weber 2013). Social 
banks follow the concepts of social finance and blended value and use 
business practices designed to generate social or environmental benefits 
(Weber 2011; Weber and Remer 2011; Weber and Duan 2012) by differ¬ 
ing from traditional banks on a series of characteristics (e.g., legal status, 
size, and goals) (Benedikter 2011; Weber 2011). Milano (2011) identifies 
several types of social bank: 

- Ethical and alternative banks 

- Banks of philosophical/theological nature 

- Banks of economic/social nature 

- Microfinance institutions 

- Banks that do not accept interest 

- Children’s banks 

Benedikter (2011) identifies “financial humanism” as the constituent 
philosophy of social banking and highlights two major aspects to be 
considered to understand it: the importance of culture and the concept of 
ethics. The concept of culture is included in the concept of sustainability, 4 
which implies a significant difference in respect of traditional banks that 
need to change their way of doing banking to be sustainable while social 
banks born around this concept. With regard to the second aspect, money 
is conceived not as a value itself but as the expression of a social relationship 
based on mutual trust and help. In particular, 

Social banking is indeed decisively centered about changing the consciousness of 

consumers and the broad public regarding what money is and how it can be best 

used. Since it wants to provide and increase the societal insight into the 

connections between money, society, politics, culture, and education in order to 
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reach out for a more just and balanced world', it follows the basic principles of 

enlightenment: rationalization and emancipation for the largest possible num¬ 
ber of people. (Benedikter 2011, p. 50) 

As described by Becchetti (2011), social banking entails a change in 
corporate goals so that they are based not on profit maximization but on 
the creation of social and environmental value together with economic 
value and distinguished for their driving principles: transparency, commu¬ 
nication, and participation (Von Passavant 2011). These three principles 
are applied in all bank operations. The Institute for Social Banking high¬ 
lights the following characteristics of social banks: 

• Catalog of social, environmental, and ethical criteria to prevent or sup¬ 
port activities that respectively harm or foster the common good 

• Core banking—traditional banking practices and values; a focus on cer¬ 
tain traditional activities—namely, in the savings and loans business 

• Focus on the needs of communities in the real economy and civil society 

• Nonmonetary values guiding all business activities 

• Ownership structures preventing dependence on dominant individual 
interests 

• Participatory organizational structures and customer relations 

• Proactive dialog with stakeholders and engagement in public discourse 

• Promotion of giving as a central ingredient of renewal and development 

• Rejection of profit maximization principles and of speculative activities 

• Strategies that limit risk exposure and ensure resilience 

• Set salary ratios (top-bottom) of approximately 10:1 with no or a very 
limited and equitable bonus systems 

• Transparency and accountability (Institute for Social Banking 2017). 

However, the main feature of social banking is highlighted by Benedikter 
(2011), who explains how the triple bottom 5 line approach is integrated 
into social banking: “ social banks are defined by applying three different 
standards to judge investment and lending opportunities that take into 
aeeount three different eriterions , all of them equally considered: 

• Profit (respectively, economic rationality; there can’t be losses that threaten 
the development of the bank as a whole), 

• Environment (natural habitat, protection, and sustainable handling of 
resources), 

• People (the primacy of the community and the balanced advancement of 
society, seen as a whole)” (Benedikter 2011, p. 51). 
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De Clerck (2009, p. 220) provides an overview of the most globally 
important social banks. In particular, the author lists the following: 

• ShoreBank, USA 

• GLS Bank, Germany 

• Triodos Bank, UK 

• Freie Gemeinschaftsbank in der Schweiz, Switzerland 

• Merkur Bank, Denmark 

• Wainwright Bank and Trust Cy, USA 

• Alternative Bank Schweiz, Switzerland 

• Cultura Sparebank, Norway 

• Ekobanken, Sweden 

• Banca Popolare Etica, Italy 

• Charity Bank, UK 

The phenomenon of social banking is not new to the finance landscape, 
but it grew exceptionally during the years of the financial crisis (Benedikter 
2011; Weber 2011). 6 Indeed, in recent years, social banks have not been 
affected by the financial crisis in the same way that mainstream financial 
institutions have. Relafio (2011) highlights that although social banks and 
traditional universal banks are regulated by the same authorities, must 
abide by the same rules, and must compete within the same market, they 
are not the same type of financial institution. Traditional banks and social 
banks are completely different because the former focus on profit maximi¬ 
zation while the latter aim to combine financial surpluses with social 
returns (Relafio 2011; Mykhayliv 2016). 

Moreover, social banks, except to the extent required by regulators, are 
not typically active on the interbank or wholesale markets and finance 
themselves with customer deposits by seeking to invest in organizations 
with similar values, including making proportionate investments in other 
values-based banks (Benedikter 2011; The Vienna Group 2015). 

2.6 Reconsidering Banking and Finance Research: 

Is It Time for a Kuhnian Revolution? 

This chapter highlights how, following the 2007/2008 turmoil, academics 
are posing several questions on the role of finance in society by questioning 
the classical assumptions of neoclassical finance theory. The financial crisis 
is also a crisis of trust in the banking system (Sapienza and Zingales 2012) 
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in terms of leading banking professionals, political control mechanisms, 
and the rationality of consumers and investors (Stiickelberger 2012). An 
absence of diversity in research paradigms arguably translates into a body of 
knowledge that presents important limitations to attempting to make sense 
of important phenomena (Gendron and Smith-Lacroix 2015). The crisis 
cast doubt on finance studies that were often based on abstract mathemati¬ 
cal and reductionist methods of research and limited by rigid models and 
theories (Colander et al. 2009). 

Through the growing movement criticizing mainstream finance, sev¬ 
eral scholars argue that a significant diversification of the methods, con¬ 
cepts, and practical tools developed in academic finance is needed (Bay 
and Schinkus 2012; Alijani and Karyotis 2016; Lagoarde-Segot 2010, 
2014, 2015; Paranque and Perez 2016). 7 Critiques of traditional finance 
also refer to its epistemological approach. Lagoarde-Segot (2016) high¬ 
light that finance researchers “restrict their work to a monolithic approach 
derived from positivism” (p. 91) and that “ academic finance is indeed 
rooted in objeetivist ontology: the financial world, just like the natural world, 
is assumed to be made of stable and tangible entities (e.g., financial mar¬ 
kets, financial institutions , money...), which are external to the observer. 
Finance research considers that financial institutions (banks, money, mar¬ 
kets...) and financial behavior (risk-return optimization) exist indepen¬ 
dently of individual or eolleetive representations of the social world ” (p. 90). 
By using a positivist approach, modern finance does not include “ moral 
and ethical considerations and reflections on social well-being ” (Lagoarde- 
Segot 2015); in a neoclassical financial scheme, a personal interactions and 
authority are absent. Consequently, all behavior is ethically neutral” 
(Blommestein 2009, p. 72). In criticizing this methodological and epis¬ 
temological approach, Lagoarde-Segot (2015) stresses that cc aeademie 
finance has moral, philosophical and political aspects” (p. 97) and high¬ 
lights that the subjectivist ontology represents a core assumption of the 
domain of finance that adopts methods of the social sciences. In this case, 
“notions of ethics, values, and intentionality become key-concepts” 
(Lagoarde-Segot 2015, p. 106). In particular, as stated by Gippel (2013), 
the 2007 financial crisis is viewed by many scholars as an “impetus to 
search for new paradigms and thus may be described in a Kuhnian sense 
as a crisis ” (p. 128). From Kuhn’s (1962) point of view, science progresses 
through paradigm-shifting and “normal” science. More specifically, 
Bloomfield (2010, p. 26) clarifies that “ a paradigm provides a theoretical 
framework for researchers to test and bolster (or modify) through what Kuhn 
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calls “normal science”. Normal seienee establishes the validity of the para¬ 
digm but may also uneover anomalies —observations ineonsistent with the 
paradigm. New paradigms beeome sueeessful only if they ean explain anom¬ 
alies of sufficient quantity and importanee in a suffieiently simple way”. In 
this sense, a clear picture is provided by Stout (2005) who states that “to 
deseribe the eurrent state of finanee in the terms of Thomas Kuhn’s elassie 
The Strueture ofSeientifie Revolutions (1970), the old paradigm of an effi¬ 
cient market is erumbling. But the outlines of a new paradigm are visible in 
the resulting eloud of intellectual dust”. 

This intellectual dust is currently animated by academics who are trying 
to promote a paradigmatic shift that can surpass the limits and rigid 
assumptions of mainstream finance. 

From the analysis of literature in the field of ethics and finance, one 
major question emerges: Are classical finance models able to depict what 
occurs in the real world? Several scholars have highlighted that the rela¬ 
tionship between finance and ethics is still unresolved and find the source 
of this question in the methodological and epistemological basis of main¬ 
stream finance. Care et al. (2018) describe how alternative finance is 
becoming more central by including eight emerging themes of finance 
research within this broader concept; they further highlight how the habi¬ 
tus of finance academics appears to be ready for a change despite historical 
resilience to new theories and knowledge. Among emerging trends, Care 
et al. (2018) proposes social banking and social finance, which are consid¬ 
ered to be relatively new developments in the international banking and 
finance landscape. The authors also stress that the increased number of 
papers published on this subject in recent years can be viewed as a sign of 
an understanding of the meaning, importance, and potential of this the¬ 
matic area. 

Despite the fact that the main objective of this chapter is not to provide 
an answer to this question, previous paragraphs tried to point out a series 
of insights on what is occurring in research on banking and finance. 
A Kuhnian revolution is a slow process, but the path has been opened. 
Indeed, the new and emerging fields of behavioral and social finance rep¬ 
resent an attempt at a paradigmatic shift. Through this new lens, finance 
may be viewed as a means not only to maximize profits but also to benefit 
and positively impact society. In this sense, social finance represents not 
merely a new means of engaging in finance but an alternative way of 
thinking about finance. 
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Social finance scholars view social banking as a new alternative model 
to traditional banks. However, studies demonstrate that social banks are a 
typical European phenomenon with many years of history. 

Social banking is not a new phenomenon, and we note that it comes 
from the ancient term “Monti di Pieta”, but in this time period, character¬ 
ized by the need for alternative business and finance models, social banks 
may represent an interesting source of learning. These banks are character¬ 
ized by the aims declared in their own mission statements: to create a posi¬ 
tive impact on society while running their operations in consideration of 
this aspect. This phenomenon should not be underestimated. Social banks 
have been resilient in times of crisis by doing something good, but they 
are a limited phenomenon, and their business approaches differ consider¬ 
ably from those of traditional banks. 


Appendix 2.1: Banking on Value—The Case 
of Triodos Bank and Charity Bank 

This section provides an overview of two social banks: Triodos Bank and 
Charity Bank. These cases are analyzed to highlight the main characteris¬ 
tics of social banks and of these two banks in particular. 

The selection of cases is not random but rather follows an information- 
oriented selection approach (Flyvbjerg 2006). The cases are selected so 
that they are relatively similar in regard to the matter for analysis. This 
selection process highlighted Charity Bank in the United Kingdom and 
Triodos Bank based in the Netherlands as two very interesting cases. In 
particular, they provide extensive information about their impact measure¬ 
ment and reporting approaches. 


The Case of Triodos Bank 

Triodos Bank is a European social bank registered in the Netherlands, 
and since the 1980s, it has distinguished itself by specializing in financ¬ 
ing innovative environmental and social enterprise initiatives with social 
and environmental aims (Cowton and Thompson 2001; De Clerck 
2009; Dossa and Kaeufer 2014; Bouma et al. 2017). Triodos Bank had 
tried to position itself as a humanistic alternative to other banks to dem¬ 
onstrate that saving, investing, and lending can be combined with social 
and environmental progress (de Graaf 2012, p. 159). Many authors 
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consider Triodos to be an excellent example of the European tradition 
of “social banking”, which has evolved to meet the particular needs of 
the social economy that often face difficulties in obtaining finance from 
the traditional providers (Weber and Remer 2011; Cowton and 
Thompson 2001) by trying to restore a sense of relationship between 
depositors and borrowers which tends to be broken in conventional 
banking practice (Cowton 2002; Cowton and Thompson 2001). The 
Triodos website states: 

Triodos Bank was founded on sustainable principles, so sustainability is in our 
DNA. For us, sustainable banking means using money to bring about positive 
and lasting change; placing value on people and planet, as well as profit. We do 
that by financing companies, institutions and projects that add cultural value 
and benefit people and the environment, with the support of savers and investors 
who want to help make the world a better place - as well as a good return on 
their money. Crucially, our definition of sustainable banking means that this is 
all we do: we only invest in sustainable enterprises and we only use the money 
entrusted to us by savers and investors - just like banks used to do, in the days 
before derivatives and credit default swaps. 

Triodos Bank’s mission can be summarized as follows: 

- To help create a society that promotes people’s quality of life and that has 
human dignity at its core; 

- to enable individuals, institutions, and businesses to use money more 
consciously in ways that benefit people and the environment and pro¬ 
mote sustainable development; and 

- to offer customers sustainable financial products and high-quality service 
(Triodos Bank Annual report 2016, 2017, p. 1). 

Risk, Return, and Impact: The Triodos Approach 

Triodos’ business approach focuses on delivering sustainable social, envi¬ 
ronmental, and cultural impacts as well as risks and returns via the follow¬ 
ing business principles: 

- Promoting sustainable development—considering the social, environ¬ 
mental, and financial impacts of everything we do; 

- respecting and obeying the law—in every country where we do business; 

- respecting human rights—of individuals, and within different societies 
and cultures; supporting the aims of the United Nation’s Universal 
Declaration of Human Bights; 
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- respecting the environment—doing all we can to create and encourage 
positive environmental impacts; 

- being accountable to all our stakeholders for all our actions; and 

- continuous improvement—always looking for better ways of doing 
things in every area of our business (Triodos Bank Business Principles 
2016b, p. 1) 

Unlike traditional banks, which primarily focus on risks and returns to 
avoid negative outcomes and maximize returns to shareholders, Triodos 
Bank uses impact, risk, and return from a long-term perspective (Triodos 
Bank Annual Report 2015, 2016a). Triodos’ investment strategy revolves 
around six main sectors: 

- Energy and climate 

- Emerging markets 

- Inclusive finance 

- Sustainable food and agriculture 

- Arts and culture 

- Sustainable real estate 

- Socially responsible investments 

Triodos Investment Management 8 also invests in listed companies with 
above-average environmental, social, and governance (ESG) performance. 

Risk Management 

The aim of Triodos Bank’s risk management activities is to ensure the 
long-term resilience of the business (Triodos Bank Annual Report 2016, 
2017). Its risk appetite is based on three objectives that complement its 
goals and guarantee a sustainable banking model. They are to (1) protect 
the bank’s identity and reputation, (2) maintain healthy balance sheet rela¬ 
tions, and (3) maintain stable growth. A risk governance framework and a 
three-line defense model have been put in place. The three lines of defense 
model involves 

- first-line functions: responsible for managing the risks of operations; 

- second-line functions: ensure that risks are appropriately identified 
and managed; and 

- the third line of defense: (the internal audit function) provides inde¬ 
pendent and objective assurance of Triodos Bank’s corporate gover¬ 
nance, internal controls, compliance and risk management systems. 


26 R. CARE 


The director of risk and compliance is fully responsible for second-line 
risk management and compliance activities and reports directly to the 
chief financial officer. Such activities are supervised by the Audit and Risk 
Committee of the Supervisory Board. 

Impact 

Under the Global Alliance for Banking on Value (GABV), 9 Triodos Bank 
has developed an impact scorecard that is designed to measure 

- basic requirements of a sustainable bank such as its mission and 
approach to transparency; 

- quantitative factors, such as the proportion of the bank’s assets com¬ 
mitted to the real economy; and 

- qualitative elements that provide an account of how a bank translates 
its sustainability agenda into its actual work. 

Return 

In recent years, Triodos Bank has faced stiff competition from conven¬ 
tional banks showing a growing interest in sustainability as a market 
opportunity. Despite this, Triodos continued to grow its sustainable loan 
portfolio by 13% in 2015. Its total loan portfolio, which includes short¬ 
term lending to municipalities, increased by 22% while its assets under 
management grew by 19% in 2015 (Triodos Bank Annual Report 2016, 
2017). 


The Case of Charity Bank 

Charity Bank was founded in 2002 to support charities and social enter¬ 
prises with loans and to provide people with opportunities to save in line 
with their values (Charity Bank 2017/2018 Loans Portfolio Report 
2017a). Charity Bank was founded with the charitable mission to lend 
money to charities and social enterprises, and it was the first charity to be 
granted a banking license from the Financial Services Authority, rendering 
it unique as the only not-for-profit bank lending exclusively to charities 
(Buttle 2008). Shareholders are led by Big Society Capital and the 
Charities Aid Foundation and include a number of charitable trusts and 
foundations (Charity Bank Annual Report 2016, 2017b) that are 
committed to supporting the social sector. Charity Bank’s balance sheet 
increased by 15.3% during 2016, while on the assets side, loans to charities, 
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community groups, and social enterprises increased by 27.9%, with 72.8% 
of the balance sheet being used to make charitable loans. With respect to 
liabilities, deposit levels increased over the years, growing by 12.9% in 
2016 (Charity Bank Annual Report 2016, 2017b). Charity Bank’s princi¬ 
pal risks and uncertainties lie in its exposure to 

- the political and economic environment and changes in the govern¬ 
ment’s approach to social policy; 

- credit risk and the concentration of such exposure in one sector, with a 
resulting lack of portfolio diversification; 

- a mismatch between the tenor of its loans and the maturity of its deposits 
and the risk of depositors withdrawing deposits upon notice (“liquidity 
risk”); 

- interest rate mismatches on its assets and liabilities; 

- funding risk and particularly the need to fund increases in the loan book 
via capital raising and deposits from savers; and 

- key person dependencies arising from its small size (Charity Bank Annual 
Report 2016, 2017b). 

Social Impact Assessment 

Charity Bank seeks both social and financial returns and has systems and 
processes to ensure that its decision-making processes help it achieve both 
(Charity Bank Social Impact Statement 2017e). The bank assesses the 
social impacts of the organizations to which it lends by considering how 
the organization will benefit of the loan and how the people it is working 
with will benefit of the loan (Charity Bank Measuring our social impact 
2017d). In doing this, the bank considers three areas that are most rele¬ 
vant to its borrowers: 

- Mission focus —Does the organization have a clear idea of what it is trying 
to achieve? 

- Organizational capacity —Does the organization have people with the 
right expertise and sound systems of governance? 

- Financial resources —Does the organization have the finances necessary 
to service the loan and meet its business plan objectives? (Charity Bank 
Social Impact Statement 2017e). 

Table 2.1 presents an overview of sectors through which Charity Bank 
grants loans. 
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Table 2.1 Charity Bank: Loans per sector since 2002 


Sector 

Amount of money 

Number of loans 

Arts 

10.998.080£ 

75 

Community 

28.153.154 

173 

Education and training 

17.219.737 

89 

Environment 

9.265.037 

54 

Faith 

24.929.167 

93 

Health and social care 

33.691.502 

154 

Social housing 

62.398.181 

184 

Sport 

8.402.945 

54 

Total 

195.057.803 

876 

As of September 2017 




Source: Charity Bank website (https://charitybank.org) 


Loans are granted to the following types of organizations: 

- Loans for any purpose and on any terms to any entity that is itself a char¬ 
ity and provides a public benefit; 

- loans for any purpose and on any terms to any entity that meets Charity 
Bank’s criteria as a social sector organization; 

- loans on a mixed-motive basis where there is more than an incidental 
noncharitable (or private) benefit; and 

- loans to other organizations without a charitable purpose and that are 
not social sector organizations under circumstances where the potential 
borrower can adequately demonstrate to Charity Bank that 

- the loan, if drawn, will facilitate material worthwhile social impact 
that could not otherwise be achieved or is a refinancing of such a loan; 

- the borrower passes Charity Bank’s due diligence process; and 

- the loan documentation incorporates protections to maintain the 
organization’s commitment to its intended social impacts or requires 
Charity Bank to be prepaid if it ceases to maintain its stance on sup¬ 
porting social impacts (Charity Bank CSR Policy 2017c). 


Looking for Similarities and Differences 

Although both Charity Bank and Triodos Bank can be classified as social 
banks, they have different characteristics and mission statements. Triodos 
Bank delivers retail banking services (e.g., payment cards) in addition to 
loans and investment funds, while Charity Bank delivers savings accounts 
and loans to charities while actively excluding loans made to for-profit 
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Table 2.2 Mission statements and impact assessments of Charity Bank and 
Triodos Bank 



Charity Bank 

Triodos Bank 

Mission 

To lend money to charities and 

To help create a society that promotes 


social enterprises 

people’s quality of life and that values 
human dignity at its core 

To enable individuals, institutions and 
businesses to use money more 
consciously in ways that benefit people 
and the environment while promoting 
sustainable development 

To offer customers sustainable financial 
products and high-quality services 

Impact 

The bank assesses the social 

Impact scorecard 

assessment 

impacts of organizations to which 
it lends by considering how 
organizations will benefit from 
loans given. 



Source: Our elaboration 


enterprises. This is a crucial difference and implies that Charity Bank will 
refuse certain projects that may be accepted by Triodos Bank. Table 2.2 
highlights the main differences in terms of mission statements and impact 
assessments. 

Despite their many differences, Triodos Bank and Charity Bank have a 
common claim of contributing to positive social and environmental out¬ 
comes. Transparency is a strong value attached to their business activities. 
Both banks provide information on specific projects that they lend to 
through storytelling. 


Notes 

1. The principal features of financialization include (1) the increased signifi¬ 
cance of the financial sector relative to the real sector; (2) the transfer of 
income from the real sector to the financial sector; and (3) increased income 
inequality and wage stagnation (Palley 2013). 

2. On the concept of EMH as an artificial construct, see Howden (2009). 

3. Several authors note that the academic literature on the topic of social 
finance is limited and “under-theorized and in need of conceptual framing” 
(Nicholls 2010; Antadze and Westley 2012). New academicinstitutions such 
as the Skoll Centre for Social Entrepreneurship at the Said Business School 
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of Oxford University in 2003, the Waterloo Institute for Social Innovation 
and Resilience (WISIR), and the Liege UniversityCentre for Social Economy 
have been established. This trend is not only attributable to increased inter¬ 
est from academics in innovations in the financial sphere but also to a grow¬ 
ing awareness that investment insound academic research and teaching is a 
decisive pillar for developing mainstream “cultural” attitudes toward money 
and finance in a more inclusive and balanced direction. 

4. On the concept of banking humanism, see Pirson et al. (2016). 

5. For further information on the triple bottom line, see, among others, 
Elkington (2002) and Willard (2012). 

6. On the origins of social banks, further information may be retrieved from 
Maccarini and Prandini 2009; Becchetti 2011; Benedikter 2011; Milano 
2011; Weber 2011; Weber and Remer 2011; Weber and Duan 2012; and 
Weber 2016. 

7. On the need to reconsider the role of finance studies and following a semi¬ 
nar held at the KEDGE Business School in Marseille (France) in May 2015, 
the “Postcrisis Finance Research Manifesto” was launched, and it states: 
“The ongoing economic, social and environmental crisis has revealed the 
need to redefine the function of finance. Academic finance bears significant 
responsibility in this process addressing the interaction between finance and 
society. As a response, many private actors have broadened their definition 
of ‘value’ in order to include environmental and social elements into their 
management and asset allocation practices. Such practices, however, appear 
incompatible with the current theoretical and methodological foundations 
of academic mainstream finance, which is heavily influenced by logical posi¬ 
tivism and the methodological individualism hypothesis based on the maxi¬ 
mization of the shareholder utility function. Academic finance focuses on 
the micro level and emphasizes econometric modelling rather than adopting 
a longer-run view incorporating the lessons from economic history. This 
paradox challenges us to reconsider the epistemological and theoretical 
foundations of modern finance, and, in particular, the dominant role played 
by shareholders. It is our responsibility to question the idea that social wel¬ 
fare and ethics are simply the result of shareholders value maximization and 
to enrich finance research, particularly with perspectives and contributions 
from other social sciences” (Lagoarde-Segot 2017, p. 122). 

8. Triodos Investment Management is a globally active impact investor that 
includes Triodos Investment Management BV and Triodos Investment & 
Advisory Services BV, which are both fully owned subsidiaries of Triodos 
Bank NV. 

9. The Global Alliance for Banking on Values is an independent network of 
banks founded in 2009 that use finance to deliver sustainable economic, 
social, and environmental development outcomes. For further information, 
see: http://www.gabv.org. 
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CHAPTER 3 


Exploring the Role of Banks in Sustainable 
Development 


Abstract This chapter highlights the contribution of financial systems to 
sustainable development and provides an excursus of the major changes 
that have occurred at the international level and that are a result of the 
increased attention banks have given to sustainability issues. The chapter 
also introduces the role of corporate social responsibility (CSR) practices 
in sustainability, focusing on the role of the credit risk management pro¬ 
cess and describing how sustainability issues might create value for banks. 

Keywords Sustainable development • Sustainable banking • Environmental 
credit risk management • CSR • Disclosure • Risk management 


3.1 Introduction 

Banking failure and financial scandals that have occurred around the world 
brought about the need to rethink the role of banks in the society (Shiller 
2013). In recent years, banks have been pressured by stakeholders to 
engage in social and environmental responsibility. Academia has focused 
on the relationship between sustainable development and finance (Jeucken 
2010; Weber and Remer 2011), and environmental and social responsibil¬ 
ity (Scholtens 2009) or irresponsibility (Herzig and Moon 2013), in the 
case of both banks and financial institutions. It is worth noting that many 
works emphasize that sustainability can be useful to improve the stability 
of the financial system (Liu 2012; Alexander 2014), and that sustainability 
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and ethical values can play a key role in finance (Lehner 2016). Sustainability 
is an important issue for national governments, and socially responsible 
companies may support governmental efforts in addressing goals like 
social and environmental development (Pichler and Lehner 2017). In this 
new scenario, banks must demonstrate that they take ethics and responsi¬ 
bility seriously by restoring their role as financial intermediaries that serve 
the economy (Weber and Feltmate 2016), thus moving toward a more 
sustainable business model. 

The aim of this chapter is to provide an overview of the role that banks 
can play in sustainable development and of the major challenges and 
opportunities that emerge from this new business approach. For this pur¬ 
pose, the chapter highlights the contribution of the financial systems 
toward sustainable development and provides an excursus of the major 
changes that have occurred at the international level and that are the result 
of the increased attention banks have given to sustainability issues. Then, 
the chapter introduces the role of corporate social responsibility (CSR) 
practices in sustainability by focusing on the role of the credit risk manage¬ 
ment process. Finally, the last part describes how sustainability issues 
might create value for banks. 

3.2 Toward a New Sustainable Approach 

Sustainable finance has been defined as “the provision of financial capital 
and risk management products and services in ways that promote or do not 
harm economic prosperity , the ecology and community well-being ” 
(Strandberg 2005, p. 6; IFC 2007). The website of the Swiss Finance 
Institute (SFI 2016) posted a note emphasizing its main characteristics: 
“ The two most common aspects of sustainable finance are that they have to do 
with: 1) lasting and long-term impact , or the sustainability factor, 2) and 
the interrelationship between environmental , social , and governance (ESG) 
issues , on the one hand, and financial issues such as financing, lending, and 
investment decisions, on the other.” Therefore, in this vein, according to SFI 
(2016), “sustainable finance is not only concerned with how financing and 
investment decisions influence ESG issues, but also with how ESG issues might 
influence investment decisions and asset valuations. ” 

Currently, there is agreement that the concept of sustainable develop¬ 
ment is presented as the intersection between environment, society, and 
economy, which have been conceived in the past century as separate 
although connected entities (Giddings et al. 2002). 
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The concept of sustainability emerged in the 1970s in response to the 
understanding that “modern development practices were leading to 
worldwide environmental and social crises” (Wheeler 2013, p. 19). 

The contribution of financial systems to sustainable development is sig¬ 
nificant considering the role that they play in society (Weber and Feltmate 
2016; Bouma et al. 2017). Every financial system operating in a market- 
based economy performs five basic functions: running the payment sys¬ 
tem, providing liquidity, collecting and allocating new savings (from 
surplus units to deficit units), monitoring and disciplining users of exter¬ 
nally raised savings, and pricing and redistributing risk (Rybczynski 1997). 
A detailed and comprehensive review of banking theory and a broad anal¬ 
ysis of the question why internal financial institutions exist in the financial 
market is provided by Santomero (1984). In particular, the author high¬ 
lights three different approaches: the first refers to the role of banks as 
asset transformers, the second points out the nature of the liabilities issued 
by banks and their central place in a monetary economy, and the third 
emphasizes the two-sided (assets and liabilities) nature of banks as critical 
explanations or rationales for their existence (Santomero 1984). 

By acting as financial intermediary, banks have four major functions: (1) 
to transform money by scale, (2) to transform money by duration, (3) to 
transform money by spatial location/place, and (4) to act as assessors of 
risk (Jeucken 2010; Saunders and Cornett 2013; Cooperman 2016; Bouma 
et al. 2017). The intermediation role places banks in the position of influ¬ 
encing economic growth both in a quantitative and in a qualitative manner, 
and their financing policies are a way to create opportunities for sustainable 
business (Jeucken 2010; Bouma et al. 2017; Schaltegger et al. 2017). 

3.3 The Increased Attention of Banks 
Toward Sustainability Issues: From Voluntary 
Initiatives to Mandatory Regulation 

The banking sectors’ participation in sustainable and environmental 
issues began only recently. According to the most prominent literature of 
the 1990s and 2000s, banks began to address sustainability by consider¬ 
ing first environmental and then social issues (Jeucken 2010; Vigano and 
Nicolai 2009). The financial sector was explicitly brought on board for 
the first time in the late 1990s (Jeucken 2010), when environment legis¬ 
lation had increased and many banks had developed more sophisticated 
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risk assessment procedures, CSR practices, and risks agendas (Coulson 
and O’Sullivan 2014). More specifically, bankers started to familiarize 
themselves with environmental issues related to operations in 1991 when 
a small group of commercial banks, including Deutsche Bank, HSBC 
Holdings, Natwest, Royal Bank of Canada, and Westpac, participated in 
the United Nations Environment Programme Finance Initiative (UNEP 
FI) (Yiiksel 2016; Schaltegger et al. 2017). The UNEP FI promoted the 
integration of environmental considerations into the financial sector’s 
operations and services (Yiiksel 2016), beginning with the concept that 
economic development needs to be compatible with human welfare and 
a healthy environment. To date, the UNEP FI has over 200-member 
institutions from over 40 countries. 

In 2015, the UNEP FI’s banking and investment members launched 
the Positive Impact Manifesto as a call for a new financing paradigm and 
with the aim of bridging the funding gap for sustainable development. 
Positive Impact Finance is defined in the Manifesto as “ that which verifi- 
ably produces a positive impact on the economy , society or the environment 
once any potential negative impacts have been duly identified and mitigated ” 
(UNEP FI 2015, p. 2). The development of a dedicated set of Principles 
for Positive Impact Finance that guide financiers and investors in their 
efforts to increase their positive impact on the economy, society, and the 
environment constitutes a central component of the Positive Impact 
Roadmap outlined in the Manifesto. The Principles for Positive Impact 
Finance was released in 2017 by the Positive Impact Working Group, 
which includes Australian Ethical, Banco Itau, BNP Paribas, BMCE Bank 
of Africa, Caisse des Depots Group, Desjardins Group, First Rand, Hermes 
Investment Management, ING, Mirova, NedBank, Pax World, Piraeus 
Bank, SEB, Societe Generale, Standard Bank, Triodos Bank, Westpac, and 
YES Bank. The principles are not sector based and are applicable to all 
forms of financial institutions and financial instruments (UNEP FI 2017). 1 

In addition, voluntary initiatives such as the OECD Principles, the UN 
Global Compact or the IFC (World Bank Group) encourage firms to 
integrate social aspects in their governance agenda and recognize that a 
company’s environmental, social, and governance responsibilities are inte¬ 
gral to its performance and long-term sustainability (White 2006; Walls 
et al. 2012). 
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A variety of guidelines or frameworks for reporting on sustainability 
such as the Global Reporting Initiative (GRI) and the International 
Organization for Standardization (ISO) 26000 are currently available 
(Weber and Feltmate 2016). The GRI and ISO frameworks are detailed in 
Chap. 4. 


3.3.1 The Changing Legal Framework 

Banks—and in general companies—are subject to a wide range of federal, 
state, and local environmental laws and regulations that can be classified as 
follows: 

- Mandatory: regulations are mandatory requirements that enable 
banks and FIs to consider environmental/sustainability issues in a 
structured way in their overall credit appraisal processes and/or 
investment activities/practices. 

- Voluntary: regulations provide banks with guidance on issues they 
need to be mindful of by taking the environmental and social dimen¬ 
sions of development into account in the conduct of their business 
activities. The intention is that, with the assistance of these banking 
sector basic sustainability principles, banks will be able to more sys¬ 
tematically manage environmental and social predictability, transpar¬ 
ency, and monitoring of their activities. 

The following sections try to highlight the main legal frameworks 
under which Banks around the globe currently operate. 

3.3.2 The United States 

Based on the “polluter pays” principle, the Comprehensive Environmental 
Response, Compensation, and Liability Act (CERCLA) of 1980 was insti¬ 
tuted in the United States in 1980 and primarily aimed at securing financ¬ 
ing for soil remediation moving from the considerations that banks could 
be held liable in certain situations for the activities that they financed 
(Jeucken 2010; Case 1999; Weber and Remer 2011). CERCLA is consid¬ 
ered as the moment in which banks began to pay close attention to the 
potential legal risks related to the environmental performance of the recip¬ 
ients of bank loans or credit (Zhang et al. 2011). 
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3.3.3 Canada 

The Canadian banking sector is considered one of the most healthy, resil¬ 
ient, and safe globally (Chapman and Damar 2015), with financing activi¬ 
ties that span all sectors of the economy, making banks particularly 
vulnerable to climate change-related risks (CSA 2010). Canadian Banks 
with equity greater than $ 1 billion are obliged to publish a public account¬ 
ability statement that is regularly reviewed by the Department of Finance 
of the Government of Canada (Weber 2012). In particular, since 2010, 
the Canadian Securities Administrators (CSA) provided new guidance on 
disclosure requirements relating to environmental matters under securities 
legislation. This applies to all Canadian and foreign “reporting issuers”, 
including all companies listed on Canadian stock exchanges. The CSA 
detailed the disclosure rules in the following areas: 

1. Environmental risks and related matters 

2. Environmental risk oversight and management 

3. Forward-looking information requirements as they relate to environ¬ 
mental goals and targets 

4. Impact of adoption of International Financial Reporting Standards 
(IFRS) on disclosure of environmental liabilities (CSA 2010). 

In 2017, the CSA announced a project to review the disclosure of risks 
and financial impacts associated with climate change. 

3.3.4 Brazil 

In the context of country-specific regulation, in April 2014, Brazil issued 
the mandatory Resolution No. 4327, which requires regulated entities to 
set up and implement environmental and social risk policies along with an 
implementation action plan. The resolution covers credit, legal, and repu¬ 
tational risks that may arise from environmental and social issues (CBB 
2014; Centre for Sustainability Studies 2014). 

3.3.5 Europe 

European banks were not exposed to the same liabilities as their US and 
Canadian counterparts and thus tended to focus more on the develop¬ 
ment of new environmental products than on risk assessment (Labatt and 
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White 2003). However, the European strategy for CSR defines CSR as 
“the responsibility of enterprises for their impacts on society”. In order to 
fully meet their CSR, enterprises should have in place a process to inte¬ 
grate social, environmental, ethical, human rights, and consumer concerns 
into their business operations and core strategy in close collaboration with 
their stakeholders and with the aim of: 

1. maximizing the creation of shared value for their owners/shareholders 
and for their other stakeholders and society at large and 

2. identifying, preventing, and mitigating their possible adverse impacts 
(EC 2011). 

Moreover, through Directive 2014/95/EU (that amends accounting 
directive 2013/34/EU), European Union (EU) law requires large com¬ 
panies to disclose certain information regarding the way they operate and 
manage social and environmental challenges. Under this Directive, large 
companies have to publish reports on the policies they implement in rela¬ 
tion to environmental protection, social responsibility, and treatment of 
employees, respect for human rights, anticorruption and bribery, and 
diversity on company boards (in terms of age, gender, and educational and 
professional background) (EC 2014). 

Currently, 27 EU member states have fully transposed the Directive 
with the exception of Spain. In June 2017, the European Commission 
published its own guidelines on environmental and social information dis¬ 
closure. These guidelines are not mandatory, and companies may decide 
to use international, European, or national guidelines according to their 
own characteristics or business environment. 

By transposing EC Directive 2014/95/EU, in 2016, the Italian 
government approved Legislative Decree No. 254/2016 calling for the 
disclosure of nonfinancial and diversity information. The decree sets out 
the requirement for public interest entities to draw up an annual nonfi¬ 
nancial statement containing information regarding the entity’s devel¬ 
opment, performance, position, and the impact of the entity’s operations 
on environmental, social, employment, human rights, anticorruption, 
and bribery matters. The new disclosure requirements apply to public 
interest entities, which are defined as Italian companies meeting both of 
the following criteria: 
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1. Categorized as one of the following: (i) issuers of securities traded 
on Italian or European regulated markets, (ii) banks, (iii) insurance 
companies, or (iv) reinsurance companies. 

2. Exceeding, on an individual or consolidated basis, (i) 500 employ¬ 
ees on average during the relevant fiscal year as well as (ii) at least 
one of the following thresholds: total net asset value of €20,000,000 
or total net revenues from sales and services of €40,000,000 at the 
end of the relevant fiscal year. 

3.3.6 China 

In 2007, the China Banking Regulatory Commission (CBRC), the 
People’s Bank of China (PBOC), and the Ministry of Environmental 
Protection (MEP) jointly issued the Green Credit Policy, which called on 
banks to consider environmental impact and energy efficiency as part of 
lending decisions (Wang and Bernell 2013). In particular, according to 
the Green Credit Policy, banks should restrict money loaned to companies 
with poor environmental performance (Jin and Mengqi 2011; Zhang 
et al. 2011). 

Based on the Green Credit Policy, the PBoC published the Green 
Credit Guidelines demanding that banks put restrictions on loans to pol¬ 
luting industries and offer adjusted interest rates depending on the envi¬ 
ronmental performance of the borrowers’ sectors (Zhao and Xu 2012; 
Weber 2016). 

3.4 CSRand Sustainability: Interconnected 
Concepts 

The expectations of stakeholders—and in general of community—regard¬ 
ing sustainable development have strengthened the importance of CSR 
practices in banks. However, the quality of this type of disclosure differs 
among countries and economic sectors. Banks tend to improve their CSR 
policies by setting action plans, objectives, and goals, and publishing dedi¬ 
cated reports. 

More specifically, after the turmoil, an increasing number of banks 
voluntarily disclose information about the environmental and social 
impacts on society of their main activities (Wright 2012; Caldecott and 
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McDaniels 2014). A recent work (Laidroo and Sokolova 2015) regard¬ 
ing the CSR disclosure scores of international banks in 2013 observes 
that it was significantly larger than in 2005. However, the research also 
emphasizes that (1) significant improvements remained in the area of 
sustainable products and environmental management policies, and (2) 
although the transnational context had contributed to the gradual con¬ 
vergence of CSR disclosure scores, the existence of differing national 
and organizational contexts maintained some of the diversity across 
banks. Indeed, more and more banks increasingly admit their “responsi¬ 
bility of indirect involvement in environmental damages and recognize 
their environmental sustainability which is one part of their Corporate 
Environmental Responsibility (CER) and Corporate Social Responsibility” 
(Jo et al. 2015, p. 258). The disclosure quality of European banks is 
increased with the endorsement of IAS/IFRS principles, particularly 
regarding credit risk exposure (Bischof 2009). At the same time, volun¬ 
tary standards for environmental risks and sustainable banking and 
finance are emerging (Fullwiler 2015). Therefore, recently, the sustain¬ 
ability communication process and sustainability disclosure in banks 
have become imperative, and risk management and reporting have pri¬ 
mary responsibility. 

Many works develop a quantitative methodological approach to 
explore how banks integrate sustainability criteria in credit risk assessment 
in German and Swiss banks (Weber et al. 2010), Canadian banks (Weber 
2012), Bangladeshi banks (Weber et al. 2015), and Chinese banks (Weber 
2016), while a few studies propose qualitative analysis to explore the phe¬ 
nomena (Weber 2012) or to compare the recent practices adopted by 
banks located in different geographical areas. As mentioned, despite the 
high quality of the extant research, this stream delves into largely unex¬ 
plored terrain, and further investigations are required. In particular, rela¬ 
tively few studies address environmental risk management and reporting 
in the banking industry, and there are no studies that focus on banks 
located in the Euro area. More specifically, few studies focus on sustain¬ 
ability report disclosure in the banking sector, despite the interest shown 
by the financial sector toward CSR issues and sustainability/environmental 
risks related to the credit risk management criteria adopted (Carnevale 
and Mazzuca 2014). 
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Actually, at the international level, several key changes are occurring in 
the regulation and supervision of banking (and financial) systems, and 
sometimes, with regard to environmental risk management, the situation 
is different in different countries. However, regardless of the regulatory 
regime, several banks—in particular, large banks (Nelson et al. 2008) — 
have incentives to voluntarily provide information regarding their engage¬ 
ment with (and commitment to) environmental and social activities and 
sustainable practices (Carnevale and Mazzuca 2014). 

3.5 Emerging Practices: Environmental Credit 
Risk Management 

The analysis of environmental credit risk management (ECRM) in banks 
can be useful for better understanding the linkages between finance and 
sustainability. From a theoretical viewpoint, a few works focus on environ¬ 
mental issues in the operation of banks and analyze how environmental 
risk can be integrated into the credit risk management process. More spe¬ 
cifically, researchers have explored ECRM in banks, focusing on (1) how 
sustainability issues are integrated into credit risk assessment procedures in 
commercial lending (Thompson and Cowton 2004; Weber et al. 2010; 
Weber 2012; Weber and Banks 2012), (2) the positive relationship 
between sustainability performance and financial performance (Weber 
2016), (3) the potential reputational damage arising from environmental- 
related issues (Campbell and Slack 2011), (4) the relevance of the envi¬ 
ronmental risk in lending decisions (Thompson and Cowton 2004; Weber 
2012; Weber et al. 2015), and (5) the linkages between systemic environ¬ 
mental risk and bank sector stability (Alexander 2014). 

The relationship between the financial sector and sustainable development 
is analyzed by Weber (2014) in three main aspects: (1) the influence that the 
sector may have through financed projects or borrowers, (2) the emerging 
risks connected with sustainability, and (3) the reputational risks that may arise 
from stakeholder pressure also in terms of financial performance. 

As noted by Mengze and Wei (2015, p. 159) “ for most banks the pri¬ 
mary basis for sustainable finance is incorporating environmental consider¬ 
ation into their bank lending products and services such as lending , project 
finance etc” Many banks consider environmental risks as part of the credit 
appraisal process, and detailed guidelines for integrating environmental 
assessment into credit risk assessment have been published (Weber et al. 
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2008). Since the 1990s, environmental legislation has increased, and many 
banks have developed risk assessment procedures to offset potential liabil¬ 
ity for environmental damage caused by their borrowers in addition to 
developing many CSR and risk agendas (Coulson and O’Sullivan 2014). 
Banks have come to realize that banking operations, in particular lending, 
affect and are affected by the environment and that, consequently, they 
might have an important role in helping to raise environmental standards 
(Thompson 1998; Emtairah et al. 2005; Mengze and Wei 2015; Weber 
et al. 2015). Weber et al. (2015, p. 2) underline that some banks apply 
sustainability criteria to lending business to manage their risks, as well as 
to improve their reputation (Nandy and Lodh 2012). Several examples 
exist of banks that have improved their proactive environmental engage¬ 
ment (Weber 2012). After all, as stated by Weber (2012, p. 248) “one of 
the main businesses of banks is the loan business , and thus eredit risk manage¬ 
ment is a major aetivity to guarantee the business success of a bank. Those 
lenders that are best able to evaluate and price risks will be successful in the 
banking business (...). In order to be successful , lenders must rate those factors 
that influence the borrower’s ability to repay the loan. (...) In theory , these 
factors are called counterparty eredit risks and have a main influence on the 
default risk of a borrower.” 

Environmental risks influence counterparty risk, and therefore, banks 
affect sustainable development both directly through their “day-to-day” 
operational activities (Iraldo et al. 2011) and indirectly through the prod¬ 
ucts and services they offer (Thompson 1998; Case 1999; Weber 2012). 
From this perspective, it is clear that some financial regulators, interna¬ 
tional organizations and agencies have addressed the connection between 
sustainable development, environmental risks, and banking sector effi¬ 
ciency and stability (Weber and Feltmate 2016). But it is only after the 
crisis of 2007-2008 that the reform process of banking regulation has to 
consider the aim of generating “sustainable and balanced global growth” 
(G20 Summit Leaders’ Statement 2009). Several initiatives worldwide are 
addressing this issue. In 2012, the IFC started gathering financial policy 
makers and regulators around sustainability issues via the Sustainable 
Banking Network. In 2014, the United Nations Environment Programme 
launched an inquiry into the alignment of the global financial system with 
long-term, sustainable development. The Basel II Framework (with Pillars 
II and III) has introduced an implementation of credit risk measurement 
and management, as well as the major disclosure of key information 
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regarding banks’ risk profile (Chernobai et al. 2008). 2 An interesting 
report by Alexander (2014) focuses on the implementation of Basel III 
and the financial stability risks associated with systemic environmental 
risks, analyzing the measures taken to modulate the prudential regulations 
that are applied to banks according to the environmental risk. According 
to this work, the regulation does not affect it, although there is evidence 
of a group of countries (including Brazil, China, and Peru) and their bank¬ 
ing industries that have adopted regulatory and governance practices to 
deal with systemic environmental risks. The work also notes that the Basel 
Committee should learn more from experience and consider reforms to 
Pillar 2 (Supervisory Review framework) and Pillar 3 (Market Discipline 
framework), which would involve recognizing systemic environmental 
risks as risks that potentially threaten banking stability. Basel III has been 
criticized by a number of authors who argue that it could have problem¬ 
atic implications for the transition to a sustainable economy (Alexander 
2014; Caldecott and McDaniels 2014). 

3.6 Creating Value Through Sustainable Business 

Models 

In the new and emerging movements that are increasing sustainability 
concerns around banking activities, many drivers may be detected. Muriithi 
and Louw (2017) underline that the major drivers toward sustainability 
within the banking industry are represented by the development of regula¬ 
tory frameworks and guidelines aimed at making financial institutions 
responsible for their environmental and social impacts. 

Moreover, bankers can make the identification of environmental risk a 
positive aspect of their service to and relationship with their customers 
(Case 1999, p. 13) as well as an essential component of the functioning 
and stability of the financial system. At the same time, an interesting 
report provided by the IFC in 2014—conducted in nine countries 
(Bangladesh, Brazil, Colombia, Indonesia, Nigeria, Peru, the Philippines, 
Thailand, and Vietnam) and involving 123 financial institutions— 
observed the potential benefits of environmental and social risk manage¬ 
ment. In particular, the survey highlights the following potential benefits: 
improvement of loan portfolio quality (28%), improved brand value 
(22%), attraction of investment (22%), new business opportunities (14%), 
and improved analyst ratings (9%) (IFC 2014). 
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Jeucken and Bouma (1999) categorize the driving forces for more proac¬ 
tive policies toward sustainable development by distinguishing between 
internal and external. Internal driving forces are likely to come from employ¬ 
ees, shareholders, and the board of directors, while external driving forces 
result from pressures from governments, customers, competitors, nongov¬ 
ernmental organizations (NGOs), and society at large (the public). 

Weber (2005) found five models for the successful integration of sus¬ 
tainability into the banking business: event-related integration of 
sustainability, sustainability as a new banking strategy, sustainability as a 
value driver, sustainability as a public mission, and sustainability as a 
requirement of clients. 

Weber and Feltmate (2016, p. 46) highlight that there are 12 sustain¬ 
ability value drivers that can create business value. These drivers are: (1) 
customer attraction/retention, (2) employee satisfaction/retention/pro¬ 
ductivity, (3) evolving securities commission reporting requirements, (4) 
operational efficiency, (5) media pressure/exposure, (6) industry self¬ 
regulation, (7) inclusion in sustainability indexes and/or funds, (8) access 
to markets, (9) legal due diligence/insurance, (10) due diligence regarding 
partnerships/acquisitions, (11) discounted loan rates, and (12) facilitation 
of divestitures. 

Moving from the consideration that most changes in the ways in which 
banks relate to sustainability will come from the outside—from society 
and governments, for example—rather than from the inside, the following 
sections provide an overview of the major driving forces toward sustain¬ 
ability within the banking industry (Fig. 3.1). 

As described in Fig. 3.1, by grouping into homogeneous categories the 
suggestion provided by Weber and Feltmate (2016), four main driving 
forces may be highlighted. The fifth driving force is drawn from the sug¬ 
gestion of Jeucken and Bouma (1999). 

3.6.1 Regulation and Legal Framework 

At the international level, a number of countries have taken a strategic 
approach to harnessing the financial system both in the form of mandatory 
regulation and in the form of voluntary guidelines. Wagner and Schaltegger 
(2003) highlight that the purpose of environmental regulation is to cor¬ 
rect for negative externalities. 

External pressure is also represented by the NGOs which are calling for 
the implementation of more socially and environmentally friendly lending 
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Evolving securities commission reporting 
requirements, Industry self regulation, legal due 
diligence/insurance, due diligence regarding 
partnerships/acquisitions (Weber & Felmate 
2016). 



Operational efficiency, legal due diligence/insur¬ 
ance, due diligence regarding partnerships/acqui- 
sitions, discounted loan rates (Weber & Felmate 
2016). 



Customer attraction/retention, employee satis¬ 
faction/retention/productivity (Weber & Felmate 
2016). 



Access to market, facilitate divestitures, inclusion 
in sustainability indexes and/or funds, customer 
attraction/retention (Weber & Felmate 2016). 



Internal driving forces are likely to come from the 
board of directors (Jeucken & Bouma 1999) 




Regulation and legal framework 




Risks, Risk management and 
Reputation 




Customers’ attraction and brand 
image 

New market opportunities and 
portfolio diversification 






I 
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Corporate Governance 


Fig. 3.1 Driving forces behind sustainability in banks (Source: our elaboration) 


policies (e.g., UNEP FI and IFC). These NGOs and international bodies 
have the objective of influencing a bank’s financial products and services 
to adhere to sustainability principles (Tan et al. 2017). The increasing 
pressure to comply with regulations imposed at the national or interna¬ 
tional level has forced the banking industry to do the following: 

- Create new business products (e.g., green bonds and green funds). 

- Introduce the environmental risk management process. 

- Increase the level of disclosure. 


By offering competitive financial products and services to customers, 
and by complying with rules and regulations, banks are able to gain com¬ 
petitive advantages as well as protect themselves from unmanaged or 
underestimated risks by ensuring financial stability, thus increasing 
performance. 
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3.6.2 Risk Management, Performance, and Reputation 

The banking sector as a whole is less concerned about its direct environ¬ 
mental impact than with the implication for the direct impact of their 
customers’ activities. In this sense, banks are more interested in apprais¬ 
ing corporate environmental risk and performance when they lend or 
invest money (Lee et al. 2002); in terms of direct impact on the environ¬ 
ment compared with other sectors such as oil and gas or transportation, 
the banking industry is generally perceived as a “clean sector” 
(Schmidheiny and Zorraquin 1998; Jeucken 2010; Vigano and Nicolai 
2009; Bouma et al. 2017). 

Thompson and Cowton (2004) argued that banks face three levels of 
risk associated with environmental exposure through lending: indirect, 
direct, and reputational risk. 3 Following this classification, Campbell and 
Slack (2011 ) clarify that indirect risks are related to the possibility of a bor¬ 
rower’ inability to repay the capital sum due to the adverse financial con¬ 
sequences of changes in environmental regulation or changes in demand 
for its products due to environmental sentiment. On the contrary, direct 
risk refers to the possibility that the bank has taken over a security from a 
defaulting borrower and is now faced with the associated costs of environ¬ 
mental cleanup (Case 1999). 

The risk management process is one of the major drivers for value cre¬ 
ation (Schrock and Steiner 2005) (Fig. 3.2). 



Fig. 3.2 From risk management activities to increased value (Source: our 
elaboration) 










54 R. CARE 


Generally, “ risk management is the systematic application of management 
policies , processes, and procedures to the tasks of identifying , analyzing, 
assessing, treating, and monitoring risk. The aim of the risk management 
process is to reduce exposure to the consequences of risk events to levels that are 
considered acceptable by the business ” (Bowden et al. 2001, p. 15). Risk 
management comprises a series of steps: (1) define the context and risk 
management criteria; (2) identify the risks; (3) assess the significance 
of those risks; (4) identify, select, and implement risk treatment options; 
and (5) perform monitoring, review, and corrective actions (Bowden 
et al. 2001, p. 8). However, the question is how risk management 
activities and process can be linked to the overall objective of value 
maximization. 

Several works have focused on why risk management at the corporate 
level is necessary from a value creation perspective rather than how much 
or what kind of risk management practices and activities are optimal for 
banks (Froot and Stein 1998; Schrock and Steiner 2005). In this sense, 
Cebenoyan and Strahan (2004) highlight that the benefits of advances in 
risk management in banking may be greater credit availability rather than 
reduced risk in the banking system. Froot and Stein (1998) stressed the 
relation between risk management, capital budgeting, and capital struc¬ 
ture policies for banks, while Schroeck (2002) argued that risk manage¬ 
ment can create value when it reduces costs. 

Reputational risk is arguably the most significant of the environmental 
risks (Case 1999). The role of reputation is self-evident in the banking 
industry because this concept is related to the nature and function of 
banking business in the context of contemporary theories on financial 
intermediation (Trotta et al. 2016). 

Banks can potentially fall victim to bad reputations if they finance proj¬ 
ects that are seen as environmentally or socially problematic or if they do 
business with firms in trouble because of environmental or social problems 
(Weber et al. 2008). 

In particular, Campbell and Slack (2011, p. 56) state that “ reputation 
risk is where the banks, though a lending decision, face a loss of reputation due 
to adverse environmental actions by the borrowing company. By providing 
loan finance, the bank may be seen as eomplieit in environmental damage 
and as such is exposed to potential adverse public reputational risk”. 

Managing risks, in particular reputational risks, related to environmental 
issues undoubtedly represents one of the major drivers of value creation. 
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The potential impact of unmanaged environmental and social risks on 
reputation may be disruptive. Addressing environmental risks with respon¬ 
sibility means to carefully weigh the anticipated added value against pos¬ 
sible hazards. Stringent risk management with precisely defined processes 
and a strict system of internal controls help to manage risks by avoiding 
the negative effects on stakeholders. 

Finally, borrowers may be encouraged to adopt better management 
practices that will lead to an overall better environmental performance. 
This will be a particularly useful contribution for sustainable development. 

3.6.3 Customers’ Attraction and Brand Image 

Customers are interested not only in the added value of a product or ser¬ 
vice but also the entire banking operations (Jeucken 2010). As stated by 
Matute-Vallejo et al. (2011, p. 317): “ In a world where eonsumer eonfidenee 
in the banking industry has been bruised over the last few years , searehing for 
solutions to rebuild trust and maintain clients’ loyalty is a critical task not 
only for bank managers , but also for strategic management and marketing 
research”. Being perceived as a powerful brand is a good way to reduce 
perceived risk-taking and obtain a sustainable competitive advantage (de 
Chernatony and Cottam 2006; O’Loughlin and Szmigin 2005; Kay 2006). 
Moreover, a strong corporate image may lead to loyalty on the part of con¬ 
sumers as well as investors and employees (Riordan et al. 1997; Andreassen 
and Lindestad 1998; Fombrun and Shanley 1990; Lemmink et al. 2003). 
The relationship between customers and sustainable banking may be 
explored from two others perspectives. First, customers are the first reason 
for banks to develop sustainable banking products. Finally, by recognizing 
the impact of their lending and investment operations, through their poli¬ 
cies banks may influence the activities of customers. 

3.6.4 New Market Opportunities and Portfolio Diversification 

Increased concerns about environmental and sustainability themes have led 
to demands by customers for the development of specialized products and 
services and the systematic integration of climate change-related aspects 
into the core business processes of banks. Several international banks have 
recently adopted innovative, proactive strategies to capture the opportuni¬ 
ties associated with sustainability. To this end, key initiatives (further 
described in the next chapters of this book) include green bonds, green 
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funds, sustainable investment funds, and impact investing. The benefits 
obtained from environmental sustainability practices assist in product dif¬ 
ferentiation and/or cost reduction in addition to encouraging a resource - 
based view of the firm (Orsato 2006). According to Porritt (2001), these 
benefits can be grouped into five categories: eco-efficiency, quality manage¬ 
ment, license to operate, market advantage, and sustainable profits. 

3.6.5 Corporate Governance 

Financial scandals and financial misconduct continue to foster the debate 
over whether banks should include social elements as part of their corpo¬ 
rate goals or focus exclusively on maximizing shareholder returns. The 
role of boards in corporate decision-making and on firm performance has 
been widely assessed in the academic literature (Westphal and Fredrickson 
2001; Peng 2004; Kakabadse 2007; Post et al. 2011). Studies relating to 
CSR and corporate governance (CG) highlight a complex yet strong rela¬ 
tionship between the two concepts (Sharma and Khanna 2014). However, 
over the last number of years, CG discussions have shifted progressively 
toward contemporary social issues (e.g., climate change, labor rights, and 
corruption) that matter to lawmakers, consumers, shareholders, and cor¬ 
porate managers (Walls et al. 2012). 

Board members, through the formation of board committees, should 
address the concerns of sustainable development (Ricart et al. 2005). 
Consequently, CG can be viewed as a vehicle for incorporating social and 
environmental concerns into the business decision-making process, with 
positive effects not only for financial investors but also for employees, con¬ 
sumers, and communities. 

3.7 Summary and Conclusions 

This chapter highlighted the role of banks in sustainable development. At 
the same time, it described the reasons for the increased focus on sustain¬ 
ability and environmental issues. In this sense, banks are constantly pres¬ 
sured by numerous stakeholders to engage in social and environmental 
responsibility, and many regulatory and international frameworks have 
been developed. The driving forces behind sustainability have been 
detected, categorized, and discussed. Among them, risk management 
activities have the major role of protecting banks from environmental risks 
and related costs but, at the same time, they may represent a harmful 
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instrument for creating new business opportunities. In particular, during 
the last years, new sustainable products and services have emerged such as 
green bonds, green funds, or sustainable development funds. The emer¬ 
gence of these new products represents a way for banks to improve their 
offerings, thereby attracting new customers, or diversify their portfolio by 
mitigating their risk exposure. Moreover, by incorporating sustainability 
principles into corporate strategy funding decisions and product/service 
definition processes, banks can be influential in supporting and promoting 
environmentally and/or socially responsible projects and enterprises. 
Banks actively engaged in sustainable or green practices—and perceived as 
such—may increase their reputation among customers, financial regula¬ 
tors, and the entire financial system. 

By understanding the potentiality—in terms of value creation—of 
“being sustainable”, banks are changing their modus opemndi. However, 
two major aspects should be considered: banks are moving toward more 
sustainable business models because they are being forced by the changing 
regulatory landscape and because they are aware of the incredible market 
opportunities that sustainability represents. 

Notes 

1. The principles are detailed as follows: Principle 1—Definition: Positive 
Impact Finance is that which serves to finance a positive impact. Business is 
that which serves to deliver a positive contribution to one or more of the 
three pillars of sustainable development (economic, environmental, and 
social), once any potential negative impacts on any of the pillars have been 
duly identified and mitigated. By virtue of this holistic appraisal of sustain¬ 
ability issues, Positive Impact Finance constitutes a direct response to the 
challenge of financing the Sustainable Development Goals (SDGs); Principle 
2—Frameworks: to promote the delivery of Positive Impact Finance, enti¬ 
ties (financial or nonfinancial) need adequate processes, methodologies, and 
tools to identify and monitor the positive impact of the activities, projects, 
programmers, and/or entities to be financed or invested in; Principle 3— 
Transparency: entities (financial or nonfinancial) providing Positive Impact 
Finance should provide transparency and disclosure on the following: (1) 
the activities, projects, programs, and/or entities financed that are consid¬ 
ered positive impact and the intended positive impacts thereof (as per 
Principle 1); (2) the processes they have in place to determine eligibility and 
to monitor and to verify impacts (as per Principle 2); (3) the impacts 
achieved by the activities, projects, programs, and/or entities financed (as 
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per Principle 4); Principle 4—Assessment: the assessment of Positive Impact 
Finance delivered by entities (financial or nonfinancial) should be based on 
the actual impacts achieved. For further details, see UNEP FI (2017). 

2. On the concept of risk culture in banks with an overview on the role of 
regulation, see Carretta et al. 2017. 

3. On the subjects of banking reputation and reputational risk, see, among 
others, Fiordelisi et al. (2013, 2014), Dell’Atti and Trotta (2016), and 
Miklaszewska and Kil (2017). On the relationship between CSRand reputa¬ 
tion in the banking industry, see Dell’Atti et al. (2017). 
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CHAPTER 4 


Emerging Practices in Sustainable Banking 


Abstract Environmental concerns are pushing banks toward the develop¬ 
ment of new products, investment, and communication strategies. From 
the banks’ point of view, sustainable products may be seen as both a stra¬ 
tegic and a commercial opportunity. At the same time, communicating the 
bank engagement in sustainable approaches may represent a pathway 
toward new market opportunities in terms of reputation and customer 
perception. This chapter gives an overview of the most important sustain¬ 
able products and services developed by the banking industry and describes 
the role of sustainability disclosure in terms of both opportunities and 
risks of inactions. 

Keywords Sustainable banking • Green bonds • Disclosure 

4.1 Introduction 

From the banks’ perspective, the issues related to sustainable development 
have an important strategic and commercial dimension. In addition to risk 
management tools, traditional commercial banks have developed new 
products that both encourage improved environmental performance on 
the customers’ side and provide environmental businesses with easier 
access to capital (Fabatt and White 2011; Bouma et al. 2017). The threats 
and opportunities for banks that arise out of the sustainable development 
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can be divided into several categories by a range of criteria: from risk 
reduction to profit generation and from purely business to ideological 
reasons (Jeucken 2010). 

The banking sector intermediates financial flows by borrowing funds 
from individual depositors or a wide range of organizations and channel¬ 
ing these financial resources to individual and corporate borrowers, mainly 
in the form of business and commercial lending. Consequently, by devel¬ 
oping or providing sustainable banking products, they play a triple role. 
First, they provide financial resources, and in some cases financial advice, 
to new sustainable projects or initiatives by promoting the diffusion of a 
form of “sustainable business thinking”. Second, they may support non¬ 
governmental organizations (NGOs) and governments in the develop¬ 
ment of new sustainable policies. Third, they may improve their market 
share, reputation, and image by being perceived as sustainable and com¬ 
mitted banks. 

At the same time, being a sustainable bank involves not only providing 
products and services but also offering a different approach in terms of 
transparency and communication. 

Nonfinancial disclosure—including sustainability and environmental 
disclosure—represents the main tools to communicate the banks’ commit¬ 
ments toward sustainability. 

This chapter gives an overview of the most important sustainable prod¬ 
ucts and services developed by the banking industry and describes the role 
of sustainability disclosure in terms of both risks and opportunities. The 
main reasons for sustainable banking products and services are synthetized 
in Sect. 4.2, while the main sustainable financial products/services are 
summarized in Sect. 4.3. Then, Sects. 4.4 and 4.5 recognize the role of 
sustainability disclosure and the main voluntary approaches that have been 
developed in recent years. 

4.2 Sustainable Banking Products and Services: 
Reasons and Motivations 

Environmental concerns in general, and issues regarding climate change in 
particular, are pushing banks toward the development of new products 
and investment strategies. From the banking perspective, sustainable 
development has a commercial dimension (Jeucken 2010). Financial 
capitals are considered as the most important ingredients in supporting a 
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sustainable development (Weber and Feltmate 2016), and in recent years, 
sustainable investment practices have experienced an exceptional growth 
by representing the bridge between an unsustainable present and a 
sustainable future (Robins 2008). In this sense, banks play a key role in 
channeling funds to firms that seek financing to implement business proj¬ 
ects, and consequently, the banks can monitor and push firms to operate 
in an eco-friendly or socially responsible way by imposing restrictions or 
requirements tailored to improve the environment or society (Chen et al. 
2017). Pursuing innovative financial solutions and products generates 
direct profits in new markets with new clients. All these elements contrib¬ 
ute to improving the bank’s brand value (IFC 2007). 

Figure 4.1 summarizes the main opportunities and risks that banks may 
face in the development (or in the nondevelopment) of products and ser¬ 
vices related to the issue of sustainable development. 

As highlighted in Fig. 4.1, reputational considerations represent the 
most important trigger for the development of sustainable banking prod¬ 
ucts. Benefits for banks in improving new sustainable banking products 
range from increased profitability and market value to a stronger reputa¬ 
tion and improved image in the community. 

4.3 The Commercial Dimension of Sustainability: 
Products and Services 

Sustainable financial products and services are highly variable depending 
on the region, level of development, market and industry structure, and 
consumer/client preferences (UNEP FI 2016). The popularity and accep¬ 
tance of these new sustainable financial products in the capital markets 
have also risen due to the investor demand for such investments, and these 
products are available to wholesale and retail investors (Anderson 2015). 
During the last years, banks have introduced particular products that meet 
the needs of their clients through the introduction of payment, savings, 
and investment products and by serving as financial intermediaries, thus 
creating products such as environmental loans and leases (Labatt and 
White 2003). 

In addition, financial institutions have become involved in the securiti¬ 
zation of projects that are in the early stages of development. Finally, banks 
have developed advisory products and services that assist companies with 
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Table 4.1 Examples of sustainable banking products 


Business line 

Products 

Retail banking 

Home mortgages 

Commercial building loan 

Home equity loan 

Affinity card 

Green credit cards 

Technology leasing 

Microcredit and microfinance 

Corporate and investment 

Project finance 

banking 

Partial credit guarantees 

Securitization 

Green, social, sustainable, and/or positive impact bonds 
Indices 

Private equity and venture capital 

Carbon finance and emissions trading 

Weather derivatives 

Debt-for-nature swaps 

Asset management 

Green fiscal funds 

Funds (e.g., carbon funds, clean energy targeted fund) 
Impact investing funds 

Insurance 

Environmental damage insurance. 

Bank guarantees environmental risks 

Consultancy 

SME environmental plan 


Source: Our elaboration. SME: small- and medium-sized enterprise 


their environmental risk management (Jeucken 2010). Examples of sus¬ 
tainable banking products are summarized in Table 4.1. 

The following sections describe the most important sustainable bank¬ 
ing products. 

4.3.1 Home Mortgages, Commercial Building Loans , 
and Home Equity Loans 

Green mortgages provide lower interest rates than market rates, and 
homes provided or upgraded with these mortgages are more energy effi¬ 
cient and have more energy efficient appliances. Similarly, banks can also 
choose to provide green mortgages by covering the cost of switching a 
house from conventional to green power and include this consumer ben¬ 
efit when marketing the product (UNEP FI 2007). The delivery of green 
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mortgage products takes on different formats at different financial institu¬ 
tions (Labatt and White 2003). Home equity loans are designed and 
offered in order to motivate households to install residential renewable 
energy (power or thermal) technologies. In designing and offering these 
incentive-based products, a number of banks have also partnered with 
technology providers and environmental NGOs (UNEP FI 2007). 

4.3.2 Affinity Cards and Green Credit Cards 

Green and affinity credit cards are offered by most large credit card com¬ 
panies, which typically offer NGO donations equal to approximately half a 
percentage point on every purchase, balance transfer or cash advance made 
by the card owner. Donations are made to each of the partnered NGOs 
from income generated by the use of the credit cards (Labatt and White 
2003). The commercial benefits for banks are visible in an enhanced image 
and better sales of other products, particularly to young people, and it is 
thus a form of “cause-related marketing” (Jeucken 2010). 

4.3.3 Microcredit and Microfinance 1 

Microfinance has emerged as a tool to offer financial services to poor custom¬ 
ers (La Torre and Vento 2008; Armendariz and Morduch 2010; Armendariz 
and Szafarz 2011; Hudon 2009). The European Union (EU) promotes 
microcredit as an important strategy to support small businesses and, at the 
same time, is also committed to protecting the environment (Forcella and 
Hudon 2016). Banks are increasingly interested in offering micro loans to 
individuals and small and medium-sized enterprises (SMEs), which are gen¬ 
erally denied credit (public or private), in order to finance small environmen¬ 
tal projects, such as small solar installations (UNEP FI 2007). Currently, 
Credit Suisse, Societe Generale, and Santander have entered this area. 

4.3.4 Leasing and Renting 

Banks are increasingly developing forms of environmental leasing in which 
they provide environmentally friendly technologies at preferential rates to 
commercial customers. In this sense, in 2015, Santander Group closed 
more than 300 finance transactions for upward of €35 million to fund 
numerous LED lighting, boiler exchange, waste treatment projects, and 
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so on. It also has 1037 solar photovoltaic array lease finance arrangements 
totaling €245 million (Santander Sustainability Report 2017). 

4.3.5 Green Bonds 

Green bonds are innovative financial instruments in which the proceeds 
are invested exclusively (by specifying the use of the proceeds, direct proj¬ 
ect exposure, or securitization) in green projects that generate climate or 
other environmental benefits (such as renewable energy, energy efficiency, 
sustainable waste management, biodiversity, clean transportation, and 
clean water). In recent years, more countries joined the green bond mar¬ 
ket (such as France, Norway, Canada, and Poland), contributing to a total 
annual issuance of US$41.8 billion. Corporate green bonds accounted for 
36% of the issuance—the highest share ever, followed by municipalities 
with 15% and by banks with 12% (EC 2016; OECD 2017). The first 
world’s green bond—named the Climate Awareness Bond (CAB)—was 
launched in 2007 by the European Investment Bank 2 (EIB) (Galaz et al. 
2015; Flaherty et al. 2017). As clarified in the Green Bond Principles 
(GBP), 3 four different types of green bonds currently exist in the market 
(ICMA 2017, p. 6): 

- Standard Green Use of Proceeds Bond: a standard recourse-to-the- 
issuer debt obligation aligned with the GBP; 

- Green Revenue Bond: a nonrecourse-to-the-issuer debt obligation 
aligned with the GBP in which the credit exposure in the bond is to 
the pledged cash flows of the revenue streams, fees, taxes, and so on, 
and whose use of proceeds goes to related or unrelated Green 
Project(s); 

- Green Project Bond: a project bond for single or multiple Green 
Project(s) in which the investor has direct exposure to the risk of the 
project(s) with or without potential recourse to the issuer and that is 
aligned with the GBP; 

- Green Securitized Bond: a bond collateralized by one or more spe¬ 
cific Green Project(s), including, but not limited to, covered bonds, 
asset-backed securities (ABS), mortgage-backed securities (MBS), 
and other structures, and is aligned with the GBP. The first source of 
repayment is generally the cash flows of the assets. 

The guidelines provided by the GBP helped the market to grow quickly. 
Traditional commercial banks are increasingly selling green bonds of their 
own while also bulking up their role as underwriters in helping other 
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borrowers market their debt to investors. In 2013, Bank of America issued 
the first benchmark-sized corporate green bond—a $500 million offer¬ 
ing—and also coauthored the GBP. During the last years, Bank of America 
Merrill Lynch (BofAML) issued a total of $2.1 billion in three separate 
offerings, including a $1 billion offering in November 2016, and in 2016, 
underwrote more than $25 billion in green bonds on behalf of 27 unique 
clients. According to Bloomberg New Energy Finance, BofAML was the 
top underwriter of green bonds in 2014, 2015, and 2016 and led offer¬ 
ings for clients, such as the Chinese automobile company Zhejiang Geely 
Holdings ($400 million), the New York Metropolitan Transportation 


Table 4.2 Top financial issuers in 2016 ($ billions) 


Bank 

Country 

Total amount 

Top financial issuers 


Shanagi Pudong Development Bank 

China 

7.59 

Industrial Bank 

China 

7.41 

Bank of Communications 

China 

4.36 

Bank of China 

China 

3.68 

Bank of Qingdao 

China 

1.19 

Bank of America Merrill Lynch 

USA 

1.00 

Jiangxi Bank 

China 

0.75 

Berlin Hyp 

Germany 

0.56 

Societe Generale 

France 

0.56 

ABN Amro 

Netherlands 

0.56 

Top green bond underwriters 


Bank of America Merrill Lynch 

USA 

$7825m 

Credit Agricole 

France 

$4624m 

JPMorgan 

USA 

$4264m 

SEB Bank 

Sweden 

$3763m 

Bank of China 

China 

$3653m 

Morgan Stanley 

USA 

$3628m 

Deutsche Bank 

German 

$3128m 

Guotai Junan Securities Co Ltd 

China 

$3104m 

HSBC 

UK 

$2818m 

China Construction Bank 

China 

$2474m 

Citigroup 

USA 

$2473m 

Huatai Securities Co Ltd 

China 

$2457m 

Barclays 

UK 

$2084m 

China International Capital Cor 

China 

$2047m 

Haitong Securities Co Ltd 

China 

$1965m 


Source: Bloomberg New Energy Finance (2016) 
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Authority, and the EIB (five bonds in 2016 totaling $3.6 billion) (BofAML 
2017, p. 9). Table 4.2 shows the top financial issuers and underwriters of 
green bonds in 2016. 

4.3.6 Green Bond Funds and Green Bond Indices 

Another way for investing in green bonds is via green bond funds 4 
(Anderson 2015), while green bond indices 5 identify specific bonds as 
green via a stated methodology and allow investors to invest in a portfolio 
of green bonds to diversify risks. To this extent, the green bond index 
providers also effectively act as institutions of certification. Currently, 
global green bond indices are provided by Bank of America Merrill Lynch, 
Barclays MSCI, Standard & Poor’s, and Solactive (Anderson 2015; Ehlers 
and Packer 2017) 


4.3.7 Securitization 

Securitization is the process of transforming a pool of illiquid assets (e.g., 
mortgages) into tradable financial instruments (e.g., securities) (Shenker 
and Colletta 1990). 6 A recent deal from Credit Agricole showed the 
potential for synthetic securitization to free up regulatory capital for green 
investments. According to the Organisation for Economic Co-operation 
and Development (OECD), in Europe, green ABS annual issuance could 
reach US$84 billion by 2035 (37% of green securities) (OECD 2016). 
Globally, the annual issuance of green ABS for renewable energy, energy 
efficiency, and low-emission vehicles (LEVs) could reach between US$280 
and US$380 billion by 2035 (OECD 2016). 

4.3.8 Debt-for-Nature Swaps 

Debt-for-nature swaps are financial transactions in which a portion of a 
government’s or private sector entity’s foreign debt is forgiven in exchange 
for local investments in environmental conservation measures (Dalai et al. 
2015). Despite the fact that the swaps were attractive, they did not pro¬ 
vide a profit for the investor, but they provided an avenue for banks to 
remove high-risk claims from their books and to promote the protection 
of forest ecosystems (Dalai et al. 2015). The idea behind this particular 
kind of financial instrument is that the loan, listed far below its nominal 
value, is entirely written off, or can be bought back by the debtor for far 
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less than its nominal value, with the stipulation that the debtor spends the 
relief in his or her own country in an environmentally friendly way (Jeucken 
2010). Debt-for-nature swaps are considered as the starting point for the 
development of a number of new approaches for long-term financing for 
conservation (Resor 1997). In the last years, many commercial banks 
(e.g., JP Morgan, Citibank, Bank of Tokyo, and Deutsche Bank) have 
been involved in such swaps (Jeucken 2010). 

4.3.9 Green Fiscal Funds 

Green fiscal funds had been launched by the Dutch government in 
1992-1993 in collaboration with the banking sector (in particular ASN 
Bank and Triodos Bank) and differ from sustainable investment funds due 
to the attractive fiscal advantages they offer the investors and the green 
nature of the project (whereas sustainable investment funds focus solely 
on companies) (Jeucken 2010). 

4.3.10 Impact Investment Funds 

Impact investment funds are established with a specific mission and aim 
that are pursued through an investment strategy (Chiappini 2017). For 
the investor, the structure of an impact fund is often similar to a traditional 
private equity fund (Stagars 2015). In 2017, Barclays announced the 
launch of its multi-impact growth fund, offering retail and institutional 
investors the opportunity to generate long-term capital growth while the 
bank emphasizes making a positive contribution to society. The multi¬ 
impact growth fund invests primarily in specialist third-party funds that 
have been identified by Barclays’ fund and a manager selection team. 
These funds have been selected as best-in-class based on both their poten¬ 
tial for strong financial returns and the consideration of their impact 
around key social and environmental issues. 7 

4.4 Transparency and Communication 
in Sustainable Banking: Nonfinancial Disclosure 

Nonfinancial disclosure has been steadily increasing in both size and 
complexity over the last years. In the academic literature, a variety of terms 
have been coined in order to define such organizational accounting and 
disclosure practices that fall beyond the financial domain: “social and 
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environmental”, “corporate social responsibility” (CSR), “sustainability”, 
“ethical”, and “triple bottom line” (Skouloudis et al. 2014). The investor 
community is showing a growing interest in such information for a more 
precise valuation of the firm (Berthelot et al. 2012; Sullivan and Gouldson 
2012), and, at the same time, the phenomenon of corporate social and 
environmental disclosure has attracted research attention (Gray et al. 
2001). CSR or sustainability disclosure can be defined as the set of infor¬ 
mation that a company discloses about “its environmental impact and its 
relationship with its stakeholders by means of relevant communication 
channels” (Campbell 2004; Gray et al. 2001; Gamerschlag et al. 2011). In 
contrast to financial reporting, corporate environmental disclosure is indus¬ 
try specific, voluntary, and discretionary, and this kind of information is of 
interest to many stakeholders (e.g., regulators, governments, and commu¬ 
nity groups) (Aerts et al. 2006; Barbu et al. 2014; D’amico et al. 2016). 
Many theoretical attempts have been made to explain how and why com¬ 
panies voluntarily disclose CSR information (Dowling and Pfeffer 1975; 
Gray et al. 1995b; Gamerschlag et al. 2011). In this sense, Aerts et al. 
(2006) highlight that according to institutional theory, firms respond to 
contextual pressures by following a general accepted way of doing business 
to appear legitimate to investors and stakeholders. Jain et al. (2015) classify 
the incentives for voluntary disclosure into two main categories: those that 
are based on economic drivers and those based on strategic motives. In 
particular, Cormier and Magnan (2003) highlight that an environmental 
reporting strategy is determined by (1) benefits from a reduction in infor¬ 
mation asymmetry and in the overall information gathering costs to be 
assumed by investors (information costs), (2) costs resulting from the dis¬ 
closure of proprietary information, and (3) environmental media visibility 
(p. 47). Cormier and Magnan (2007) investigate the impact of environ¬ 
mental reporting on the relationship between a firm’s earnings and its stock 
market value, and their results show that the interaction between environ¬ 
mental reporting, financial statement information, and firm stock market 
value is conditioned by the reporting context of firms. 8 The academic lit¬ 
erature typically emphasizes the association between corporate environ¬ 
mental performance and corporate environmental reporting by using 
sociopolitical and economics-based theories of disclosure to explain varia¬ 
tion in disclosures (Hahn and Kiihnen 2013; Hahn et al. 2015; Braam 
et al. 2016). Sociopolitical theories of disclosure, including legitimacy the¬ 
ory, explain that corporate reporting issues cannot be investigated if con¬ 
siderations about the political, social, and institutional framework in which 
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accounting activities occur and the conflicting interests of societal groups 
are disregarded (Gray et al. 1995a; Braam et al. 2016). 

To date, only few studies explore the sustainability disclosure status in 
the banking sector (Khan et al. 2009; Khan 2010; Carnevale and Mazzuca 
2014; Nobanee and Ellili 2016). 

4.5 The Relationship Between Environmental 
Disclosure, Environmental Performance, and Firm 
Performance 

After the financial crisis, banks have changed their approach to CSR and 
especially to CSR disclosure, being more aware of the potential reputa¬ 
tional risks and brand image damage related to these issues (Scholtens 
2006; Thompson and Cowton 2004; Carnevale and Mazzuca 2014). 
Sustainability reporting can positively affect the stakeholders’ perceptions 
of firm performance, value, risk, profitability, share price and cost of capital 
(Gray et al. 1995b; Scholtens 2008; Cormier et al. 2011; Jizi et al. 2014). 
Miles and Covin (2000) examine the relationship between environmental 
performance, reputation and financial performance by concluding that 
being a good environmental steward provides firms with a reputational 
advantage that leads to enhanced financial performance. Similarly, Konar 
and Cohen (2001) highlight that poor environmental performance has 
significant negative effects on reputation. By analyzing the interrelations 
between environmental disclosure, environmental performance, and eco¬ 
nomic performance, Al-Tuwaijri et al. (2004) highlight a positive relation¬ 
ship and that “good” environmental performance is significantly associated 
with “good” economic performance. The quality and quantity of sustain¬ 
ability and thus voluntary disclosure in the banking sector is highly vari¬ 
able and is strictly influenced by a series of aspects. As clarified by the 
European Commission (EC 2017), appropriate nonfinancial disclosure is 
an essential element to enable sustainable finance. In suggesting what may 
be considered as Key Performance Indicators (KPIs), the recent guidelines 
on nonfinancial reporting from the EC (2017/C 215/01 ) 9 state: “A bank 
may consider that its own water consumption in offices and branches is not a 
material issue to be included in its management report. In contrast , the bank 
may assess that the social and environmental impacts of projects that it funds 
and its role in supporting the real economy of a city , a region or a country are 
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material information ” (EC 2017, p. 6). 10 Figure 4.2 summarizes the main 
risks and opportunities that may arise from the decision to disclose or not 
to disclose nonfinancial information. 

4.6 Voluntary Code of Conducts 

Since the 2000s, the higher public awareness of global warming has 
pushed financial institutions to take up efforts to combat climate change 
and social transformations, and be socially responsible by adopting volun¬ 
tary codes of conduct. A code of conduct, also referred to as a “codes of 
ethics” or “codes of business standards”, is designed to explicitly detail an 
organization’s commitment to CSR. In particular, codes of conduct are a 
practical CSR instrument commonly used to govern employee behavior 
and establish a socially responsible organizational culture (Erwin 2011). 
Despite their voluntary and informal nature, firms may still interpret them 
as a set of obligations that need to be met in order to respond to public 
expectations and prevent damages to corporate reputation (Wright and 
Rwabizambuga 2006). Previous works that have analyzed the effective¬ 
ness of these codes have been widely discussed and empirically tested 
(Erwin 2011). Further, adopting codes of conduct may lead to reputa¬ 
tional benefits by functioning as a symbol of CSR awareness and engage¬ 
ment, thereby preserving and legitimating the public image (Matten 
2003). Numerous studies have investigated the content of codes (Jenkins 
2001; Gaumnitz and Lere 2004) by showing that these reports are pri¬ 
marily descriptive. As stated by Richardson (2005), codes of conduct are 
innovative and important instruments for the promotion of fundamental 
human, labor and environmental rights, and anticorruption practices, 
especially in countries where public authorities fail to enforce minimum 
standards, but it should be underlined that they are complementary to 
national and international legislation and are not a substitute for them. 

Major providers of sustainability reporting guidance and voluntary 
code of conducts also include: Global Reporting Initiative (GRI’s 
Sustainability Reporting Standards), the OECD (OECD Guidelines for 
Multinational Enterprises), the United Nations (UN) Global Compact, 
and the International Organization for Standardization (ISO 26000, 
International Standard for social responsibility). A series of works has been 
carried out with a view to analyze the reasons for their great acceptance, 
both in academic literature (see among others: Richardson 2005; 
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Van der Laan 2009; Arevalo et al. 2013; Moratis and Brandt 2017) and in 
practitioner literature (McKinsey and Company 2007). In particular, some 
of these works have tried to analyze the reasons that have led firms to 
adopt this initiative (Bennie et al. 2007; Janney et al. 2009; Simone Byrd 
2009) by concluding that the main reasons are to improve corporate repu¬ 
tation and image (Runhaar and Lafferty 2009). However, no clear con¬ 
sensus regarding the driving forces behind their adoption can be retrieved 
(Garayar et al. 2016). 


4.6.1 Equator Principles 

The equator principles (EPs) are a voluntary code of conduct and a risk 
management framework, adopted by equator principle financial institu¬ 
tions (EPFIs) for determining, assessing and managing environmental and 
the social risk associated with project finance initiatives (Chen et al. 2017). 

The EPs have grown rapidly in terms of membership, geographic scope, 
and the requirements they impose on EPFIs and are now considered a 
“project finance industry standard” (Meyerstein, in Karen). Currently, 91 
EPFIs in 37 countries have adopted the EPs. 

The EPs apply to four financial products: 

1. Project finance advisory services, where the total project capital costs are 
US$10 million or more 

2. Project finance with total project capital costs of US$10 million or more 

3. Project-related corporate loans (including export finance in the form of 
Buyer Credit) in which all four of the following criteria are met: 

(i) The majority of the loan is related to a single project, over which the 
client has effective operational control (either direct or indirect). 

(ii) The total aggregate loan amount is at least US$100 million. 

(iii) The EPFI’s individual commitment (before syndication or sell down) is 
at least US$50 million. 

(iv) The loan tenor is at least two years. 

4. Bridge loans with a tenor of less than two years that are intended to 
be refinanced by project finance or a project-related corporate loan 
that is anticipated to meet the relevant criteria described above (EP 
2013, p. 3). 
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The ten EPs span all phases of the project finance lending cycle and aim 
to fill the gaps between the national regulations and the International 
Finance Corporation’s performance standards (Meyerstein 2015). 

4.6.2 The Global Reporting Initiatives 

The GRI is the most widely adopted sustainability reporting framework 
around the globe (KPMG 2017). The GRI network—in partnership with 
UN Environment Programme (UNEP)—includes the active participation 
of companies, entrepreneurs’ associations, NGOs, workers’ associations, 
government representatives, consulting firms, rating agencies, associations 
of chartered accountants, and auditing firms. The sustainability reporting 
guidelines are a framework for reporting on economic, environmental, 
and social performance that (1) outlines reporting principles and content 
to help prepare sustainability reports; (2) helps companies to gain a bal¬ 
anced picture of their economic, environmental, and social performance; 
(3) promotes comparability of sustainability reports; and (4) supports the 
assessment and benchmarking of sustainability performance (Adams and 
McNicholas 2007; Golob and Bartlett 2007; Khan et al. 2011). As a 
framework, the GRI considers that sustainability reporting can be “paral¬ 
lel” to financial reporting (compulsory in nature) by suggesting that the 
two reports together can enrich each other. The framework is built around 
the concept of the triple bottom line (Norman and MacDonald 2004; 
Finch 2015) and has a modular approach. In particular, the three universal 
standards (GRI 101, GRI 102, and GRI 103) are used by every organiza¬ 
tion that prepares a sustainability report, while topic-specific standards are 
used by organizations to report on material topics (economic, environ¬ 
mental, or social). The GRI Financial Services Sector Disclosures (GRI 
FSSD) document contains a set of disclosures for use by all organizations 
in the financial services sector. The disclosures cover key aspects of sustain¬ 
ability performance that are meaningful and relevant to the financial ser¬ 
vices sector and are not sufficiently covered in the G4 Guidelines. This 
sector supplement was issued in 2008 and developed based on the G3 
Guidelines (2006). Following the launch of the G4 Guidelines in May 
2013, the complete Sector Supplement content is now presented in the 
“Financial Services Sector Disclosures” document, in a new format, to 
facilitate its use in combination with the G4 Guidelines. It includes the 


EMERGING PRACTICES IN SUSTAINABLE BANKING 81 


original GRI Guidelines, which set out the reporting principles, disclo¬ 
sures on management approach and performance indicators for economic, 
environmental, and social issues, and which supplement additional com¬ 
mentaries and performance indicators developed especially for the sector 
and capture the issues that matter most for companies in the financial 
services sector (GRI, G4 Sector Disclosure—Financial Sector 2017). The 
level of compliance with the GRI recommendations is calculated accord¬ 
ing to whether the report addresses all the indicators or explains why any 
are omitted. Moreover, in order to achieve higher scores, companies can 
apply additional indicators that may improve their rating. Reports are 
rated C, C+, B, B+, A, or A+, with A+ being the highest rating given for 
businesses that fulfill all the GRI recommendations (Fuente et al. 2017). 

4.6.3 The International Standard for Social Responsibility: 

ISO 26000 

ISO is an independent, nongovernmental international organization with 
a membership of 162 national standards bodies. The standard was launched 
in 2010, following five years of negotiations between many different 
stakeholders across the world. ISO 26000 provides guidance on how busi¬ 
nesses and organizations can operate in an ethical and transparent way that 
contributes to sustainable development while taking into account the 
expectations of stakeholders, applicable laws, and international norms of 
behavior (ISO 2016). The International Standard ISO 26000 provides 
harmonized, globally relevant guidance for private and public sector orga¬ 
nizations of all types and encourages the implementation of worldwide 
best practices in social responsibility. ISO 26000 is a guidance standard 
that can be used by organizations on a voluntary basis (Sully 2012) and 
focuses on seven core subjects: governance, human rights , labor , environ¬ 
ment , business practices, consumers , and community (Herciu 2016). In par¬ 
ticular, ISO 26000 covers a wide range of sustainability issues and is not 
suitable for certification purposes which makes this standard different 
from other well-known standards (e.g., ISO 14001 or SA8000) (Hahn 
2013). The standard outlines content and approaches to social responsi¬ 
bility and underlines that “social responsibility should be an integral part 
of core organizational strategy” (ISO2010,p. 7). 
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4.6.4 The UN Global Compact 

In 2000, the UN launched the UN Global Compact as a call to companies 
to align their operations and strategies with ten universally accepted prin¬ 
ciples in the areas of human rights, labor, environment, and anticorrup¬ 
tion (UN 2017). The UN Global Compact is a strategic policy initiative 
that encourages businesses to support ten universal principles in the areas 
of human rights, labor standards, the environment, and anticorruption 
(Rasche and Kell 2010). The principles are derived from the Universal 
Declaration of Human Eights, the International Labour Organization’s 
Declaration on Fundamental Principles and Eights at Work, UN 
Convention Against Corruption, and the Eio Declaration on Environment 
and Development (UN 2017). Unlike other multistakeholder schemes 
aimed at certification or reporting (GRI), the UN Global Compact is a 
principle-based initiative asking participants to align their operations and 
value chain activities with ten universally accepted principles (Rasche and 
Kell 2010). As of November 2017, 9.727 companies from 162 countries 
adopted the principles into their business practices and are taking actions 
to advance UN goals. In September 2015, all 193 member states of the 
UN adopted a plan for achieving a better future for all, over the next 15 
years. At the heart of “Agenda 2030” are the 17 sustainable development 
goals (SDGs). The UN Global Compact’s ten principles are the founda¬ 
tion for any company seeking to advance the SDGs (UN 2017). 11 

4.7 Conclusion 

This chapter highlighted the main directions banks are moving toward in 
order to be sustainable. The first section summarized the opportunities 
and risks of inaction related to sustainable products and services. 
Reputational concerns are the most important trigger for the improve¬ 
ment of new products and services, followed by the opportunities to enter 
into new markets or to increase the market share by acquiring new cus¬ 
tomers. New banking products have emerged in recent time and span over 
all the banking branches and activities. Some products are emerging in the 
market for environmental or sustainable products, such as the impact 
investing funds, while others are being consolidated, such as affinity cards 
or green bonds. In particular, the latter represents one of the most impor¬ 
tant products for banks, which is confirmed by the increased attention and 
by the increased number of issuers and underwriters among banks all over 
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the world. Additionally, sustainable services are emerging. Banks are start¬ 
ing to provide their consulting services to private business, as in the case 
of advisory services in green projects and initiatives. Then, the chapter 
moved toward the role of disclosure. Nonfinancial disclosure, including 
sustainability or environmental disclosure, is increasingly important for 
banks. This could be due to the bad image assigned by society to banks in 
the aftermath of the crisis. In recent years, many works tried to explore the 
role of nonfinancial disclosure from a firm perspective. However, it is not 
possible to identify univocal results. Undoubtedly, there is a strong rela¬ 
tionship between a good reputation and a good disclosure. Moreover, the 
disclosed documents are often based on voluntary frameworks and initia¬ 
tives. Banks are engaged in many programs and are trying to move their 
communication in order to communicate the sense of their sustainability 
and of their sustainability approach. 

Notes 

1. For an overview of microcredit, microfinance, and microcredit guarantee 
funds, see, among others, Leone and Porretta (2014) and, La Torre 
and Vento (2008). For information on green microfinance, see: (Forcella 
2013), Met (2014), and Met and Hudon (2015). 

2. At the end of 2016, EIB was the world’s largest issuer of Green Bonds with 
€15 billion raised. 

3. The Green Bond Principles (GBP) have been updated in June 2017 and 
are voluntary process guidelines that recommend transparency and disclo¬ 
sure and promote integrity in the development of the Green Bond market, 
by clarifying the approach for issuance of a Green Bond. 

4. On the topic of green bond funds’ performance, see, among others, 
Scholtens (2011), Chang et al. (2012), and Adamo et al. (2014). 

5. Indices are a primary investment tool for investment managers and invest¬ 
ment owners, as they provide a benchmark or point of reference for the 
active investment decisions (Inderst et al. 2012). 

6. About securitization, see Greenbaum and Thakor (1987), Ashcraft and 
Schuermann (2008), Maddaloni and Peydro (2011), and Mazzuca (2015). 

7. For further details about impact investing, see Vecchi et al. (2015), Rizzello 
et al. (2016), Weber (2016), and Vecchi et al. (2017), while for more 
details on impact investment funds, see Stagars (2015) and Chiappini 
(2017). 

8. Many academic works tried to explore the relationship between corporate 
environmental performance and firm performance. In this vein, Hassel 
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et al. (2005) show that environmental performance has a negative effect on 
the market value of a Swedish sample of firms. Murray et al. (2006), how¬ 
ever, analyzed the value relevance of social and environmental reporting in 
UK companies, with no conclusive results. Different results are often 
attributed to the broad range or research methods and to the lack of com¬ 
mon environmental performance measures (Konar and Cohen 2001; 
Al-Tuwaijri et al. 2004). Despite the growing number of works, mixed 
results have been found and the debate about the relationship between 
environmental performance and firm performance is still unresolved 
(Elsayed and Paton 2005; Lee et al. 2016; Nor et al. 2016). 

9. The Directive 2014/95/EU of the European Parliament and of the 
Council (on disclosure of nonfinancial and diversity information by certain 
large undertakings and groups (“the Directive”)) entered into force on 6 
December 2014 and amends Directive 2013/34/EU (on the annual 
financial statements, consolidated statements and related reports of certain 
types of undertakings). Companies concerned will start applying the direc¬ 
tive as of 2018, on information relating to the 2017 financial year. The 
disclosure requirements for nonfinancial information apply to certain large 
companies with more than 500 employees, as the cost of obliging SMEs to 
apply them could outweigh the benefits. Companies are required to dis¬ 
close relevant, useful information that is necessary to understand their 
development, performance, position and the impact of their activity, rather 
than an exhaustive, detailed report. The directive also gives companies sig¬ 
nificant flexibility to disclose relevant information in the way that they con¬ 
sider most useful, including in a separate report. Companies may rely on 
international, EU-based, or national frameworks. 

10. The EC decided on 28 October 2016 to establish a High Level Expert 
Group on sustainable finance. This builds on the Commission’s goal to 
develop an overarching and comprehensive EU strategy on sustainable 
finance as part of the Capital Markets Union. 

11. The Global Compact asks companies to embrace, support, and enact, 
within their sphere of influence, a set of core values in the areas of human 
rights, labor standards, the environment, and anticorruption. The princi¬ 
ples are organized around four main areas: human rights (principles 1 and 
2), labor standards (principles 3-6), environment (principles 7-9), and 
anticorruption (principle 10). The principles are as follows: Principle 1: 
Businesses should support and respect the protection of internationally 
proclaimed human rights; Principle 2: Make sure that they are not com- 
plicit in human rights abuses; Principle 3: Businesses should uphold the 
freedom of association and the effective recognition of the right to collec¬ 
tive bargaining; Principle 4: The elimination of all forms of forced and 
compulsory labor; Principle 5: The effective abolition of child labor; 
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Principle 6: The elimination of discrimination in respect to employment 
and occupation; Principle 7: Businesses should support a precautionary 
approach to environmental challenges; Principle 8: Undertake initiatives to 
promote greater environmental responsibility; Principle 9: encourage the 
development and diffusion of environmentally friendly technologies; 
Principle 10: Businesses should work against corruption in all its forms, 
including extortion and bribery. 
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CHAPTER 5 


Sustainability in Banks: Emerging Trends 


Abstract This chapter explores and compares the sustainability and 
environmental disclosure practices of European banks through a multiple 
case study approach. Through this exploratory analysis, six banks placed on 
the Global 100 Sustainability Companies list have been scrutinized to iden¬ 
tify similarities and differences among banks’ sustainability practices that 
may be linked to country-specific factors. The contributions of the chapter 
are twofold: on the one hand, the study helps to elucidate the most relevant 
sustainability practices adopted by banks, and on the other hand, the study 
offers insights and guidance and encourages future research. 

Keywords Disclosure • Multiple case studies • Sustainability practices 

5.1 Introduction 

What do banks mean when they talk about sustainability? What do they 
disclose and communicate regarding sustainability? 

These two questions have received considerable attention in recent years. 
Sustainability disclosure is conceived as a form of communication that goes 
beyond the delivery of financial information. As stated by the Global 
Reporting Initiative (GRI): “ [SJustainability reporting or disclosure is the 
practice of measuring, reporting , and being accountable to internal and exter¬ 
nal stakeholders for organizational performance towards the goal of sustain¬ 
able development (GRI 2006, p. 3). Statistics from the GRI website show 
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that currently more than 1200 financial institutions worldwide engage in 
sustainability reporting. It is notable that the disclosure of sustainability 
information through annual reports and websites is becoming increasingly 
more common on a global scale. 

As described in Chap. 4, academia offers a large body of literature on 
sustainability disclosure that includes (1) studies examining motives and 
drivers behind the initiation and/or sustainment of social and sustainabil¬ 
ity reporting (Buhr 2002; O’Dwyer 2002; Spence 2007; Bebbington 
et al. 2009) and (2) research exploring contextual and internal factors 
(including managerial and governance attitudes) that influence the nature 
and extent of social and environmental reporting (Adams and McNicholas 
2007; Bebbington et al. 2009). 

This chapter compares the sustainability and environmental disclosure 
practices of European banks from a practical point of view and via a multi¬ 
ple case study approach. Through an exploratory analysis, six banks placed 
on the Global 100 Sustainable Companies list are scrutinized to identify 
similarities and differences between banks’ sustainability practices. 

5.2 Methodological Notes 

Previous works in the field of sustainability disclosure has been largely 
conducted using a content analysis approach (see among others Guthrie 
and Abeysekera 2006; Jose and Lee 2007; Hahn and Liilfs 2014; Islam 
et al. 2016). 

Content analysis is a research technique that involves identifying replica¬ 
ble and valid inferences from texts to the contexts of their use (Krippendorff 

2012) by systematically enumerating the contents of documents and texts 
based on specific categories and requirements (Belal et al. 2015). 

Moreover, “content analysis” is often used as a general term to refer to 
a number of different strategies used to analyze texts (Vaismoradi et al. 

2013) and is also defined as a systematic coding and categorizing approach 
used to explore large volumes of textual information to determine trends 
and patterns of words used, frequencies and relationships (Gbrich 2007; 
Bloor and Wood 2006). 

However, a major problem associated with performing a content 
analysis of disclosed documents is related to the fact that the size and qual¬ 
ity of banks’ published documents can vary across countries and can be 
influenced by factors such as dimensions or specific regulations under 
which they operate (Care 2017). For example, calculating the number of 
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pages devoted to sustainability documents may be not always be simple to 
accomplish, as banks can disclose sustainability or CSR information 
through their annual reports by providing in the same documents on 
financial and nonfinancial information. 

Moreover, the lack of standardization in bank disclosure is often related 
to the application of country-specific regulations (e.g., the Dutch Banking 
Code) or voluntary guidance (e.g., the GRI). In particular, with regard to 
the GRI, despite the fact that they officially aim to provide standardized 
guidance, they do not provide information or suggestions on how to dis¬ 
close sustainability information. For this reason, this chapter attempts to 
understand information disclosed through reports on banks’ sustainability 
disclosure practices and thus surpass the limits of content analysis—related 
essentially to the use of word count tools—by applying a multiple case 
study approach. The use of a multiple case study approach necessarily 
restricts the observations of the investigation, although this may not hin¬ 
der our empirical analysis as we conduct an in-depth analysis of a limited 
number of observations (Seawright and Gerring 2008; Adelopo 2017). 

In this sense, a qualitative case study allows researchers to study com¬ 
plex phenomena within given contexts (Baxter and Jack 2008, p. 544) and 
to identify unique means of developing theories via in-depth insights into 
empirical phenomena (Dubois and Gadde 2002, p. 555). Benefits of the 
use of case studies for exploring relatively new or little explored phenom¬ 
ena have been illustrated (Eisenhardt 1989; Yin 2009). The use of multiple 
case studies offers opportunities to (1) cope with a technically distinctive 
situation in which there are many more variables of interest than data 
points and (2) benefit from the prior development of theoretical proposi¬ 
tions to guide data collection and analysis (Yin 2013). Eisenhardt (1989) 
highlights the potential of case studies to capture dynamics of a studied 
phenomenon and suggests that “analyzing data is the heart of building 
theory from case studies, but it is both the most difficult and the least 
codified part of the process” (p. 539). To ensure the reliability of this 
approach, a research protocol has been developed (Yin 2013). 

5.2.1 Sampling Procedures 

The sample was generated from banks placed on the Top Sustainable 100 
Companies list (see Appendix 5.1) for 2017 (Table 5.1). 

The final sample of analysis includes the first six banks located in Europe 
and listed in the Global 100 Sustainable Companies Ranking. Specifically, 
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Table 5.1 Banks enclosed in the Top Sustainable 100 Companies list 


Ranking Ranking! Ranking Bank 

2017 2016 2015 

Country 

Score 

2017 

Score 

2016 

Score 

2015 

4 

7 

10 

Danske Bank A/S 

DK 

71.05 

72.40 

68.40 

5 

45 

n.r. 

ING Group 

NL 

70.93 

63.50 

- 

6 

4 

21 

Commonwealth Bank of 
Australia 

AUS 

70 

73.90 

65.80 

17 

n.r. 

42 

Credit Agricole SA 

FR 

65.31 

- 

61.70 

20 

n.r. 

n.r. 

Intesa Sanpaolo 

IT 

64.13 

- 

- 

34 

28 

46 

DNB ASA 

N 

61.69 

66.10 

61.40 

37 

n.r. 

n.r. 

Royal Bank of Canada 

CDN 

60.87 

- 

- 

40 

18 

70 

Shinhan Financial Group 
Co Ltd 

ROK 

60.68 

68.80 

56.40 

42 

35 

82 

BNP Paribas SA 

FR 

60.25 

64.30 

54.10 

46 

41 

58 

Skandinaviska Enskilda 
Banken 

S 

59.35 

63.80 

58.70 

50 

73 

79 

National Australia Bank 
Ltd 

AUS 

58.66 

58.90 

54.50 

55 

n.r. 

91 

Hang Seng Bank Ltd 

HK 

58.10 

- 

52.80 

58 

54 

76 

Toronto-Dominion Bank 

CDN 

57.97 

62.20 

55.90 

60 

n.r. 

n.r. 

Banco Santander Brasil SA 

BR 

57.77 

- 

- 

61 

86 

86 

Bank of Montreal 

CDN 

57.72 

56.80 

53.70 


Legenda: AUS=Australia; BR=Bmzil; CDN=Canada; DK= Denmark; FR=Franee; HK=Hong Kong; 
IT=Italy; N=Norway; NL=Netherlands; ROK=Republic of Korea; S=Sweden 
Source: Our elaboration from Global 100 Sustainable Companies Ranking 


the following banks are considered: BNP Paribas (FR), Credit Agricole 
(FR), ING (NL), Danske Bank (DK), DNB ASA (N), and Skandinaviska 
Enskilda Banken (S). Intesa SanPaolo is excluded from the analysis because 
it is analyzed as a single case study in Chap. 6 and is thus replaced with 
Skandinaviska Enskilda Banken. 

This sample—which can be considered a convenience sample—is 
intended to maximize efficiency and validity (Yin 2013) both internally 
and externally. In particular, external validity (or generalization) repre¬ 
sents a major barrier to case study research. In this sense, Yin (2013) refers 
to the term “analytical generalization” to describe the process by which 
the findings of a case study can be generalized to develop a theory. Each 
case is selected to explore sustainable business and disclosure practices for 
the same geographical area (Europe) based on an assumption that banks 
included in the sample operate within the same (European) legal frame¬ 
work. Data on the European banks analyzed are presented in Table 5.2. 
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Table 5.2 Banks data (in euros) 




2016 

2015 

2014 

Danske Bank 

Total number 

19.000 

19.049 

18.603 

ING Bank 

of employees 
Dividends paid 
Total assets 

Net income 
Total number 

1.189.666 

468.135.575 

2.668.518 

51.943 

1.084.312 

442.496.946 

1.763.469 

52.720 

745.405,90 

464.016.156 

530.532 

55.945 

Credit Agricole 

of employees 
Dividends paid 
Total assets 

Net income 
Total number 

1.345.000 

843.919.000 

4.302.000 

73.605 

2.200.000 

1.001.992.000 

4.731.000 

71.495 

1.225.000 

828.602.000 

2.823.000 

75.396 

DNB ASA 

of employees 
Dividends paid 
Total assets 

Net income 
Total number 

1.878.429 

1.524.232.000 

3.955.000 

11 459 

n.a. 

1.529.294.000 

3.971.000 

11 840 

n.a. 

1.589.044.000 

2.760.000 

12 064 

BNP Paribas 

of employees 
Dividends paid 
Total assets 

Net income 
Total number 

n.a. 

2,653,201 

n.a. 

192.419 

n.a. 

2,598,530 

n.a. 

189.077 

n.a. 

2,649,341 

n.a. 

187.903 

Skandinaviska 

of employees 
Dividends paid 
Total assets 

Net income 
Total number 

0 

2.076.959.000 

8.115.000 

15.300 

0 

1.994.193.000 

7.044.000 

15.500 

0 

2.077.758.000 

507.000 

16.000 

Enskilda Banken 

of employees 
Dividends paid 
Total assets 

Net income 

n.a. 

267.814.938 

1.085.081 

n.a. 

255.058.082 

1.693.928 

n.a. 

269.865.046 

1.963.326 


Source: Our elaboration from Orbis data 


5.2.2 Data Analysis and Coding Procedure 

Using the research protocol, banks’ websites and reports for 2014 to 2016 
were analyzed. Then, sustainability reports were classified and preliminarily 
assessed. From this preliminary assessment, five main dimensions of analy¬ 
sis were detected: 

1. Code of conduct, internal policy, and position statements 

2. Corporate governance 
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3. Supported international standards, initiatives, and frameworks 

4. Risks management procedures 

5. Products and services 

The first dimension relates to the general approach that banks apply in 
terms of corporate social responsibility (CSR) and sustainability. The sec¬ 
ond dimension refers to the possibility that banks maintain specific boards 
and committees dedicated to sustainability issues and remuneration poli¬ 
cies related to sustainable performance. The third dimension is based on 
the analysis of the main international initiatives banks tend to support. 
The fourth dimension is related to the possibility that banks develop spe¬ 
cific risk management frameworks to manage emerging environmental 
and social risks (ESR). Finally, the fifth dimension is devoted to analyzing 
emerging products and services that banks offer to their clients and how 
these are integrated within banks’ investment strategies and portfolios. 
The coding schemes applied were developed through an iterative process 
designed to identify sustainability measures of the banks’ business models. 
In a second phase, descriptions were developed to identify similarities and 
differences between the cases, facilitating the generation of theoretical 
concepts (Eisenhardt 1989). 

5.3 Case Histories 

The following sections describe each bank analyzed based on the five 
dimensions highlighted in Sect. 5.2. Each case study is described moving 
from available information, and thus each differs based on the quality 
and quantity of information disclosed in each of the five selected 
dimensions. 


5.3.1 Case of Danske Bank A/S (Denmark) 

Danske Bank was founded in 1871 and is headquartered in Copenhagen 
(Denmark). It is the largest bank in the Danish retail banking sector 
(Martensen and Gronholdt 2010) and includes Danske Bank, Realkredit 
Danmark, and other subsidiaries. The group delivers financial services 
including banking, insurance, mortgage, asset management, brokerage, 
credit card, real estate, and leasing services and serves private customers as 
well as the corporate and institutional sectors worldwide. The five core 
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values of Danske Bank are expertise, integrity, value creation, commitment, 
and accessibility. Its new Corporate Responsibility Strategy developed in 
2015 is based on two strategic themes (fostering financial confidence and 
accessible finance for everyone) and five areas of focus (contributing to 
society, responsible customer relationships, responsible employers, the 
environmental footprint, and responsible supplier relationships) with the 
aim to integrate responsibility in the core business (Danske Bank Corporate 
Responsibility Report 2016). The company’s corporate responsibility 
department directs the implementation of its Corporate Responsibility 
Strategy. The department also prepares progress reports and implements 
select initiatives (Danske Bank Corporate Responsibility Report 2015). 

Code of Conduct, Internal Policy, and Position Statements 
Danske Bank upgraded its code of conduct in 2017. The code aims to 
protect the reputation of the group and to ensure its compliance with 
applicable laws and regulations by communicating the most essential stan¬ 
dards for prudent behavior and conduct expected from its employees in 
their daily activities (Danske Bank Code of Conduct 2017). Danske Bank 
has adopted a series of policy (Table 5.3) and position statements (e.g., 
C02 emissions, modern slavery, forestry, agriculture, mining and metals, 
fossil fuels, and arms and defense). 

Corporate Governance 

The Danske Bank Business Integrity Board includes Executive Board 
members and heads of the group’s business units and support functions. 
It makes corporate responsibility recommendations to the Executive 
Board on strategic plans and policies and oversees the implementation of 
corporate responsibility decisions. Its major functions include: (1) the 
coordination of the Corporate Responsibility Strategy’s implementation 
and business integration throughout the business; (2) the preparation of 
progress reports; and (3) the implementation of select corporate responsi¬ 
bility initiatives (Danske Bank CRFactbook 2016). 

Supported International Standards, Initiatives, and Prameworks 
In 1992, Danske Bank signed the environmental charter for banks under 
the United Nations (UN) Environmental Programme. Through its 
Corporate Responsibility Strategy 2015-2018, Danske Bank supports the 
UN’s 2030 Agenda for Sustainable Development and contributes to a 
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management for its attention or intervention. Under this policy, employees are 
encouraged to raise concerns regarding irregularities and criminal offenses related to 
fraud, sexual harassment, and other failures to comply with applicable regulations, laws, 
or internal standards (below referred to as “wrongdoings”) to which the group’s 
employees might become aware (Danske Bank Whistleblowing Policy 2017) 




Tax Policy 2017 This policy sets out a responsible and transparent approach to taxation and applies to 

all employees, functions, units of the group, and all separate legal entities once adopted 
by executive management teams and/or boards of directors (Danske Bank Tax 
Policy 2017) 

External Publication 2016 This policy defines information that instructs and guides employees to perform their 
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variety sustainable development goals (SDGs) adopted by the UN in 2015 
(e.g., health and well-being, gender equality, climate action, and partner¬ 
ships). Moreover, Danske Bank supports 

1. The UN Global Compact 

2. The OECD Guideline for Multinational Enterprises 1 

3. The UN Guiding Principles on Business and Human Rights 

4. The UN-supported Principles for Responsible Investment 

5. The UN Environment Program Finance Initiatives 

6. The ILO Declaration on Fundamental Principles and Rights at Work 

7. The Universal Declaration of Human Rights 


Risk Management Procedures 

Danske Bank has incorporated environmental considerations into its credit 
procedures to ensure that it takes account national and international 
requirements regarding the impacts of companies on the environment. In 
2016, Danske Bank developed five sector-specific position statements that 
clarify how screening and environmental, social, and governance (ESG) 
risk analysis are performed. In particular, they establish a general frame¬ 
work for proactive dialogue about risks and opportunities with customers, 
business partners, and portfolio companies in which the bank invests. The 
statements focus on issues related to fossil fuels, forestry, climate change, 
arms and defense, and mining and metals and cover all operations (Danske 
Bank CR Report 2016). 

Products and Services 

From December 2014, the Danske Bank Treasury, which is responsible 
for the bank’s bond holdings, has invested DKK 1 billion in green bonds 
issued to fund projects that have a positive environmental impact (Danske 
Bank CR Report 2015, 2016). In 2016, Danske Bank launched the 
European Corporate Sustainable Bond Fund, which enables customers to 
invest in companies that support sustainable development. In particular, 
the European Corporate Sustainable Bond fund invests in bonds issued 
by companies that meet enhanced responsible investment criteria. The 
fund employs a cautious approach to controversial industries, exhibits 
heightened ESG awareness, and integrates innovative sustainability 
thinking and research through its investment decisions (Danske Bank CR 
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Report 2016). Danske Bank is the first Nordic bank to join the Climate 
Bonds Partnership Program 2 and has helped (as advisor) Vasakronan issue 
a SEK1 billion green bond in addition to assisting the City of Gothenburg 
with its first green loan. In addition, Danske Bank assisted Nordic 
Investment Bank with the issuing of its first 500 million euro-denominated 
environmental bond (Danske Bank Interim Report—first half 2017, 
2017). 

Moreover, the group provides a list of screened companies that have 
been excluded from the bank’s investment universe because they are con¬ 
sidered incompliant with its Responsibility Policy (e.g., involved in breach¬ 
ing environmental norms, violations of labor rights norms, or the 
production of nuclear weapons). 

5.3.2 Case ofING Group (the Netherlands) 

ING was founded in 1991 and is headquartered in Amsterdam, the 
Netherlands. Currently, the group delivers retail and wholesale banking 
services to private clients, small businesses, large corporations, financial 
institutions, and governments. In 2016, Sustainalytics—a global provider 
of ESG research and ratings—named ING the best performing bank from 
a list of 395 (ING Application of the Dutch Banking Code 2016). 

Code of Conduct, Internal Policy, and Position Statements 
The bank’s ESR framework outlines environmental and social standards 
and parameters under which ING conducts business in the animal hus¬ 
bandry, chemicals, defense, energy, forestry and agrocommodities, 
manufacturing, and mining and metals sectors. The bank’s ESR Sector 
Policy also outlines potential impacts associated with these sectors. 
ING’s ESR Sector Policy describes processes that assist the bank in 
addressing such risks in a responsible and consistent manner. These 
consider the following: 

• Exclusion/no-go areas of engagement 

• The identification of risk and best industry guidance per sector 

• ESR due diligence processes, including client and transaction assessment 
methods 

• ESR governance (ING Annual Report 2016, 2017) 
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Corporate Governance 

ING Bank voluntary supports principles of the Dutch Banking Code 
regarding remuneration to the members of its executive board and it uses 
these principles as a reference for its own corporate governance. The ESR 
Sector Policy highlights that responsibility for gathering information and 
assessing clients and transactions lies with the first line of defense, that is, 
the front office, deal principals, and other front office representatives. 
Credit risk management acts as the second line of defense and ensures that 
the client ESR assessment method has been honored, approves of 
transaction ESR assessments and ultimately opines on potential required 
mitigating actions as part of the ESR’s outcome approval process. The 
Sustainability Department advises ING management on the bank’s sus¬ 
tainability strategy. As such, it analyses sustainability trends in relation to 
ING’s business conduct (ING Annual Report 2015, 2016). 

Supported International Standards , Initiatives , and Frameworks 
ING is an equator principle financial institution (EPFI) 3 that implements 
the EP through its own internal environmental and social policies, proce¬ 
dures, and standards, and it does not offer project finance or project- 
related corporate loans to clients who do not comply with these principles 
(ING Group Sustainability Annex 2014). Moreover, the EPs are embed¬ 
ded in ING’s ESR framework and credit approval process (ING Annual 
Report 2016). A dedicated team is responsible for embedding the princi¬ 
ples within ING’s operations. 

In October 2016, ING was ranked among the top 9% of thousands of 
companies on actions and strategies that combat climate change according 
to leading nonprofit organization Carbon Disclosure Project (CDP). ING 
was again named under CDP’s “Climate A-list” of 193 companies leading 
on climate change action, receiving the highest possible score, and it has 
been recognized with a Euronext/CDP Leadership Award for maintain¬ 
ing outstanding environmental disclosure practices. 

In June 2016, ING joined the Ellen MacArthur Foundation as an offi¬ 
cial Circular Economy 100 (CE100) corporate member to improve its 
commitment to stimulating the circular economy (ING Application of the 
Dutch Banking Code 2016). 

Currently, ING is committed to the following: 

• The Equator Principles Association 

• The OECD Guidelines 

• The IUCN Red List for Species 
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• IUCN Protected Areas Categories 1 and 2 

• The CDP (formerly known as the Carbon Disclosure Project) 

• TheGRI 

• RE 100 commitment to 100% renewable electricity procurement 

• A Global CEO letter to world leaders urging concrete climate action 
(2015) 

• The European Financial Services Round Table (EFR) Statement on 
Climate Change 

• The Ellen MacArthur Foundation CE100 (ING Environmental Approach 
2017). 

ING is also a signatory of the following 

• The UN Environmental Program Finance Initiative (UNEP FI) and the 
UNEP Finance Initiative Climate Change Working Group (UNEP FI 
CCWG) 

• The Energy Efficiency Financial Institutions Group (UNEP FI/ European 
Commission) 

• The UN Global Compact 

• The IUCN Leaders for Nature network (ING Environmental Approach 
2017). 

Risk Management Proeednres 

ING adopts an ESR framework that is integrated into its overall risk man¬ 
agement methodology (ING Group Annual Report 2014). The ESR 
framework, which is reviewed every three years on the basis of significant 
changes identified in sectors that are more vulnerable to ESR and impacts, 
is applied to ING’s wholesale banking business department (ING Group 
Annual Report 2016). The ESR framework covers the sectors of mining 
and metals, chemicals, defense, energy, forestry and agrocommodities, 
and manufacturing. It also cites explicit restrictions on activities that are 
not in line with ING’s values (ING Group Annual Report 2015, p. 52). 
ING’s ESR Framework is based on the screening of clients and transac¬ 
tions. In 2015, more than 3326 corporate clients and 4713 corporate 
lending transactions were assessed under the ESR framework (ING Group 
Annual Report 2015, p. 53). Moreover, ESRs for all lending transactions 
are reviewed on a yearly basis following annual credit reviews (ING Group 
Annual Report 2016). In addition to ESR assessment, lending clients and 
transactions are reviewed against externally recognized sustainability crite¬ 
ria (ING Group Annual Report 2015). 
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Products and Services 

In 2015, ING issued its first green bond by raising US$800 million and 
€500 million for an initial issue, and US$62.5 million in a private place¬ 
ment is being used to finance and refinance loans in six different areas: 
renewable energy, green buildings, public transport, waste management, 
water management, and energy efficiency (ING Green Bond Programme 
2016; ING Environmental Approach 2017). ING also acted as joint 
bookrunner and arranger on a €1 billion dual-tranche green bond issued 
by TenneT, a European electricity transmission system operator (ING 
Annual Report 2015 2016). In 2016, ING won Environmental Finance 
Green Bond Awards as the “Biggest Issuer” and for “Bond of the Year” 
(ING Group Annual Report 2016, 2017). Through its subsidiary, ING 
Groenbank, ING finances sustainable investment by offering lending ser¬ 
vices to a variety of Dutch sectors at favorable rates. Such sectors involve 
organic farming, renewable energy generation, sustainable construction, 
and the reuse of waste materials (ING Annual Report 2016, 2017). ING 
Groenbank also directs up to 10% of its balance sheet toward financial 
inclusion activities with microfinance—focused on female entrepreneurs— 
representing a main component (ING Annual Report 2015, 2016). 

In 2016, there was a strategic shift from traditional microfinance port¬ 
folios in India and Turkey to the use of a more diversified portfolio in 
terms of locations and the combination of financial services offered. 
Microfinance was rebranded as Impact Finance, which now acts as a cata¬ 
lytic fund for initiating impact investments both inside and outside of ING 
(ING Annual Report 2016, 2017). 

5. 3.3 Case of Credit Agricole SA (Prance) 

Credit Agricole (CA) is headquartered in Montrouge, France. The group 
delivers retail, corporate, insurance, and investment banking products and 
services worldwide. The company operates through five segments (asset 
gathering; French retail banking—FCF; international retail banking; spe¬ 
cialized financial services; and large customers). It also delivers payment 
instruments, loans, saving products, and payment management products 
and services as well as savings/retirement, death and disability/creditor/ 
group, and property and casualty insurance products. 

At CA, negative environmental and/or social impacts related to 
financing and investments are taken into account based on three pillars: 
the application of the EPs, CSR sector policies, and the assessment of 
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environmental and social aspects of operations (CA 2015 Registration 
Document 2016, p. 54). The CA CSR strategy is based on three ambi¬ 
tions and ten focus areas, is based on consultations with employees and 
outside stakeholders, and is embodied in a process of participatory and 
evolutionary progress referred to as FReD. 

FReD is based on the three sets of standards (i.e., the three CSR pillars: 
economic, social, and environmental) to create a framework for its enti¬ 
ties’ actions: Fides (for the economic segment), Respect (for the social 
segment), and Demeter (for the environmental segment). Each of these 
areas is associated with 19 commitments. Entities must focus on five areas 
for each set of standards and must organize at least 15 projects. 

Code of Conduct, Internal Policy, and Position Statements 
In 2017, the group developed a Group-wide Ethics Charter. This charter, 
signed by the group’s top management personnel, stresses CA’s core val¬ 
ues of acting responsibly, locally, and with solidarity. It restates principles 
for actions and behaviors to be observed on a day-to-day basis with cus¬ 
tomers, employees, suppliers, society at large, and all stakeholders (CA 
Code of Ethics 2017). From 2013, CA CIB has introduced sector policies 
to go further in recognizing the social and environmental impacts of its 
activities, and these are applied group wide. Sector policies set conditions 
for investment and define criteria for the analysis and screening of all trans¬ 
actions involving the following sectors: armaments (2010); energy (oil 
and gas, shale gas, and coal-fired power stations); hydro plants and nuclear 
(2012); mining and metals (2013); transport (aviation, maritime, and 
automotive) (2013); transport infrastructure (2014); real estate (2015); 
and forests and palm oil (2015) (CA 2014 Registration Document 2015). 

Corporate Governance 

The Strategic and CSR Committee of the CA Board of Directors ensures 
that CSR issues are considered in the group’s strategies and operations. The 
Executive Committee approves of CSR policies and ensures that it has the 
resources required to implement them. The Sustainable Development 
Division reporting to the Secretary General of CA supports all those involved 
and hosts the CSR officer and liaison network (Credit Agricole 2015-2016 
Corporate Social Responsibility 2016). Moreover, part (one-third) of the 
long-term variable compensation of executive officers is impacted by the 
CSR performance of CA and is based on the FReD Index group. This por¬ 
tion of variable compensation is paid when the group’s index is equal to 2. 
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Supported International Standards , Initiatives , Frameworks 

CA has been a signatory of the UN Global Compact since 2003; the EPs 
since 2003; the Principles for Responsible Investment (PRI) since 2006; 
the Diversity Charter since 2008; the Sustainable Purchasing Charter 
since 2010; the Charter for the Energy Efficiency of Commercial Buildings 
since 2013; the Science-Based Targets since 2016; and the RE100 since 
2016. Moreover, CA has been cofounding member of the Green Bonds 
Principles since 2014; the Portfolio Decarbonization Coalition since 
2014; the Mainstreaming of Climate Action Within Financial Institutions 
since 2015; the Catalytic Finance Initiative since 2015; the French Business 
Climate Pledge since 2015; and the BBCA Association (low-carbon build¬ 
ing design) since 2015. 

Risk Management Proeedures 

In 2013, CA Corporate and Investment Banking (CIB) introduced a scor¬ 
ing system for all corporate customers. Customers are scored each year on 
a scale of three levels (advanced, adequate, and sensitive) based on whether 
a customer complies with existing sector policies (adequate), whether 
image risks threaten the bank (sensitive), and whether a customer is listed 
in the main global CSRindices (advanced). 

In addition, from 2014 the EP framework has been applied to project 
finance advisory services, project finances, project-related corporate loans, 
and bridge loans. In addition to cases determined under the EP Charter, 
CA endeavors to apply these principles to all other financing that is directly 
related to a project on a voluntary basis (CA 2015 Registration Document 
2016). 

Products and Services 

CA arranged over $21 billion in green, social, and sustainability bonds 
for its major customers in 2016 (CA 2016 Registration Document 2017) 
as well as a number of transactions on its own account (green notes of 
€1313 billion) (CA 2015 Registration Document 2016). In 2013, CA 
launched the Credit Agricole CIB Green Notes. Green Notes are bonds 
or any other type of financing raised by CA whose proceeds are dedi¬ 
cated to funding environmental projects and companies. CA is develop¬ 
ing a complete line of high-impact investment solutions dubbed 
“Alternative Investments”. Such products fund actions for employment, 
housing, health, the environment, associations, debt relief, and interna¬ 
tional solidarity (CA 2015-2016 Corporate Social Responsibility 2016). 
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By 31 December 2016, CA CIB had financed €1.541 billion in green 
loans thanks to green notes and similar debt products (CA Green Notes 
Framework 2016). Moreover, in 2015, Amundi—the largest asset man¬ 
ager by assets under management—launched the Amundi Green Bonds 
fund, which enables institutional investors to participate in the financing 
of the energy and environmental transition by investing in the green 
bonds market and in debt securities of specialist and leading companies 
focusing on green technology development (CA 2015 Registration 
Document 2016; CA 2016 Registration Document 2017). The fund’s 
objective is to outperform the Barclays Global Green Bond Index over 
the recommended investment period, and it can invest up to 100% in 
diverse types of bonds issued by governments, supranationals, or corpo¬ 
rations and at least 66% in “Green Bonds”. Amundi also offers the 
Amundi Valeurs Durables fund, which invests in European companies 
that earmark at least 20% of their revenues for the development of green 
technologies. By the end of 2016, the fund’s assets totaled €237 million. 
In 2016, Amundi also launched an Impact Green Bond fund, which 
enriches the existing offer in terms of financing the energy and ecologi¬ 
cal transition (Amundi ESG Integration Governance, Policy & Strategy, 
2016). CA CIB has also taken part in the largest issue made by a French 
corporation (Danone) and in the issuance of the largest euro-denominated 
green bonds tranche with EDF (Electricite de France) Group (CA 2016 
Registration Document 2017). 

5.3.4 Case ofDNBASA (Norway) 

DNB ASA was founded in 1882 and is headquartered in Oslo, Norway. 
DNB is Norway’s largest financial services group and is one of the largest 
in the Nordic region in terms of market capitalisation. The group offers a 
full range of financial services, including loans, savings, advisory services, 
insurance, and pension products for retail and corporate customers, and it 
operates through several subsidiaries based in Norway and abroad. 
It operates through five segments: personal customers, small and medium¬ 
sized enterprises, large corporation and international customers, trade, 
and traditional pension products. It offers its products and services to vari¬ 
ous sectors (i.e., energy; financial institutions; healthcare; manufacturing; 
packaging and forest products; seafood; shipping, offshore activities, and 
logistics; and telecom, media, and technology). 
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Code of Conduct, Internal Policy, and Position Statements 

To date, DNB has published a series of internal steering documents. In 

particular, the group’s guidelines for CSR aim to 

- ensure that DNB does not contribute to human and labor rights viola¬ 
tions, corruption, serious environmental harm, or other actions which 
may be perceived as unethical; 

- provide a framework for DNB’s corporate banking units when assessing 
CSR performance and climate and ESG risks with customers; 

- present DNB’s exclusion policy; 

- present and explain how industry-specific ESG risks are addressed; 

- present and explain DNB’s view on controversial activities and custom¬ 
ers/activities where credit decisions must be elevated and where an 
enhanced CSR/ESG assessment must be applied; 

- document DNB’s CSR/ESG risk assessment process (DNB Group 
Guidelines for Corporate Social Responsibility 2016). 

Supported International Standards, Initiatives, and Frameworks 
In addition to the Norwegian standards, DNB supports and participates 
in a number of global initiatives and international guidelines to ensure 
responsible operations (DNB 2016 Annual Report 2017). In 2016, DNB 
joined the UN SDGs. 4 Other supported initiatives include the following: 

1. The UNEP FI 

2. The OECD’s guidelines for multinational companies 

3. The UN Guiding Principles on Business and Human Rights 

4. The PRI 

5. The GRI 

6. The EPs 

7. The CDP and A-list 5 

8. The Dow Jones Sustainability Index (DJSI) 

9. The Norwegian forum for responsible and sustainable investments 
(Norsif) 


Risk Management Procedures 

DNB applies a dedicated CSR/ESG risk assessment tool. The CSR/ESG 
risk assessment tools assist with the assessment of a customer’s CSR/ESG 
risk level and CSR/ESG risk mitigation capacity based on the following 
five core CSR/ESG themes: the environment, climate change, human and 
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labor rights, corruption, and governance and transparency (DNB CSR/ 
ESG risk assessment tool 2016). 

Products and Services 

DNB finances wind, water, and solar power projects and its portfolio 
totaled more than NOK 46 billion in 2016. Moreover, internationally 
DNB finances renewable projects managed in Europe, the United States, 
South America, and Australia (DNB 2016 Annual Report 2017). On 
February 2015, DNB Bank ASA issued a NOK 1 billion green bond based 
on financing 14 wind projects (DNB Report on Green Bond Proceeds 
2017). Moreover, in following its own Responsible Investment policy, 
DNB excluded 129 companies deemed in breach of the group’s guidelines 
(DNB 2016 Annual Report Responsible Investment 2017). 

5. 3.5 Case of BNP Paribas SA (Prance) 

BNP Paribas SA was founded in 1848 and is based in Paris, France. The 
company was formerly known as Banque Nationale de Paris and changed 
its name to BNP Paribas SA in May 2000. BNP Paribas delivers a range of 
banking and financial services in France and internationally and operates 
through three divisions: domestic markets, international financial services, 
and CIB. The bank also delivers asset management and investment advi¬ 
sory services to institutions and individuals based in Europe, the United 
States, Asia, and emerging markets. 

Code of Conduct, Internal Policy, and Position Statements 
The bank’s code of conduct highlights a set of rules of conduct based on 
the following themes: (1) customers’ interests, (2) financial security, (3) 
market integrity, (4) professional ethics, (5) respect for colleagues, (6) 
group protection, and (7) involvement with society. The BNP Paribas 
responsibility policy is structured on 4 pillars and 12 commitments that 
reflect the bank’s social and environmental responsibility (CSR) priorities 
and specific achievements. The fight against climate change is one of the 
four pillars of BNP Paribas’ CSR disclosure policy. 

Corporate Governance 

The CSR Committee is tasked with monitoring corporate governance 


issues. 
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Its role is to help the Board of Directors adapt corporate governance 
practices, to report to the Executive Committee, and to coordinate the 
implementation and monitoring of all CSR actions. 

Supported International Standards , Initiatives , and Frameworks 
The environmental commitments of BNP Paribas are guided by several 
principles and global initiatives (e.g., the PRI, the EPs, the Soft Commodities 
Compact of the BEI, and the Montreal Carbon Pledge). The group 
endorsed the EPs in 2008 and includes an extra-financial analysis in its 
project financing documents (Registration Document 2011, p. 370). 

The group acknowledges and is committed to respecting a number of 
principles and norms that underpin the way it does business: 

• The UN SDGs 

• The ten principles of the UN Global Compact 

• The internationally accepted OECD Guidelines for multinational 
enterprises 

• The internationally accepted Standards of Human Rights as defined in 
the International Bill of Human Rights 

• Core labor standards set out by the International Labor Organization 
(ILO; BNP Paribas Code of Conduct 2016) 

Moreover, BNP Paribas is compliant with the reporting requirements 
of Article 173, the Energy Transition for Green Growth Act, and the rec¬ 
ommendations of the Task Force on Climate-related Financial Disclosures 
(TCFD). BNP also complies with new regulations regarding transparency 
on and respect for human rights (The UK “Modern Slavery Act”), and in 
2017, it published its “Modern Slavery and Human Trafficking Statement”. 
Moreover, BNP Paribas complies with the French corporate duty of vigi¬ 
lance law that requires multinational French companies to “establish and 
implement a diligence plan which should state the measures taken to iden¬ 
tify and prevent the occurrence of human rights and environmental risks 
resulting from their activities, the activities of companies they control and 
the activities of sub-contractors and supplier, in France and abroad” (BNP 
CSR 2016 & 2017 Highlights 2017). BNP Paribas participates in the fol¬ 
lowing key industry initiatives: 

• The UN Global Compact (2003) 

• The PRI—BNP Paribas Asset Management (2006), BNP Real Estate 
Investment Management (2015), BNP Paribas Securities Services, 
and BNP Paribas Cardif (2016) 
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• The EPs (2008) 

• Institutional Investors on Climate Change—IIGCC (2007) 

• The UN Women’s Empowerment Principles (2011) 

• The Roundtable on Sustainable Palm Oil (2011) 

• The Green Bond Principles—voluntary guidelines for developing 
the green bond market (2014) 

• The Global Impact Investing Network (2014) 

• The Soft Commodities Compact (2014) of the Banking Environment 
Initiative 6 

• The ILO Business Charter on Disability (2016) 

• The Carbon Pricing Leadership Coalition 7 (2017) 

Risk Management Proeedures 

In 2010, BNP Paribas developed a framework for managing ESG risks as 
part of a global risk management approach based on 

- respect for the EPs for major industrial and infrastructure projects; 

- the development of financing and investment policies for managing the 
group’s activities in sectors presenting significant ESG issues; 

- the use of management and monitoring tools to address such risks; 

- the implementation of a specific ESG risk assessment framework for its 
products and services (Registration Document 2015, p. 458). 

This framework was further reinforced in 2015. CSR screening is fur¬ 
ther used to evaluate the most relevant nonfinancial risks facing sectors 
that are not covered by specific sector policies. The CIB division has cre¬ 
ated a CSR screening tool for identifying the main ESG risks applicable to 
large corporate clients operating in sectors not covered by the sector poli¬ 
cies, and clients are subjected to specific due diligence (Registration 
Document 2014, p. 435). This screening is realized through the use of a 
questionnaire in the following sectors: consumer goods, capital assets, 
energy and electricity, oil, gas/chemical products, ICT, health care, trans¬ 
portation, automotive, building and building materials, and metallurgy 
(Registration Document 2015, p. 460). 

Provisions and guarantees covering environmental risks—both for 
2014 and for 2013—amount to US$2.6 million, are related to private liti¬ 
gation, and do not cover penalties for noncompliance with regulations 
(Registration Document 2014, p. 467; Registration Document 2013, 
p. 430). In 2012 and 2011, provisions and guarantees covering environ¬ 
mental risks amount to US$3.4 million. 
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Products and Services 

BNP Paribas allocated €9.3 million in funding to the renewable energy 
sector in 2016. In 2015, the group was lead manager of €3.875 billion in 
green bonds, of which €827 million represented index-linked bonds (BNP 
Paribas Corporate Social Responsibility 2015). BNP Paribas issued its first 
green bonds in November 2016 for a total of €500 million. The total 
amount of green bonds issued in 2016 for which the group was joint lead 
manager amounted to €2.4 billion. Some of the many transactions in 
which the group was involved in 2016 include the following: 

• The first Turkish green bond issued by Turkiye Sinai Kalkinma Bankasi 
(US$300 million with BNP Paribas as joint lead manager), whose net 
income is intended to support investments reducing greenhouse gas 
emissions in the private sector 

• The first euro-denominated green bonds issued by a US electricity gen¬ 
eration company (US$1.1 billion, Southern Power) 

• The first sovereign green bond in France (€7 billion planned with 22-year 
maturity) to be used to finance climate, biodiversity, and pollution pro¬ 
grams (BNP Paribas Registration Document 2016, 2017) 

As an integral part of its governance of green bonds and to support the 
development of green bond initiatives, BNP Paribas has established a 
Green Bond Committee (BNP Paribas Green Bond Framework 2016). 

The Green Bond Committee is chaired by the head of CSR for BNP 
Paribas, and its role is 

• To review and validate the pool of Eligible Green Assets; 

• To validate annual reporting for investors; 

• To review appropriate external independent auditor reports and to 
address any issues that arise; 

• To monitor any ongoing evolution related to the green bond market 
practices in terms of disclosure/reporting and harmonization (BNP 
Paribas Green Bond Framework 2016). 

Annual reporting covers (1) eligible green assets and their relevant 
environmental impact indicators, (2) the allocation of note net proceeds 
to eligible green assets detailing the aggregate amount dedicated to each 
eligible sector, and (3) the balance of unallocated cash and/or cash equiv¬ 
alents and/or other liquid marketable instruments (BNP Paribas Fixed 
Income Presentation 2017). 
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In addition, in 2016 BNP Paribas commissioned Oekom research to 
assist with the issuance of its debut Green Bond. The Oekom assessment 
is based on five key challenges facing companies in terms of sustainabil¬ 
ity management: (1) sustainability standards for the lending business, 
(2) customer and product responsibility, (3) sustainable investment cri¬ 
teria, (4) employee relations and work environments, and (5) business 
ethics. With regard to BNP Paribas, significant outperformance was 
achieved on “Sustainable investment criteria”, whereas in “Business 
ethics”, the company lags behind the industry’s average level (Verification 
of the Sustainability Quality of the Green Bond issued by BNP Paribas 
SA 2016). 

Moreover, the 16.6% of all loans granted to companies by BNP Paribas 
in 2016 contributed directly to the achievement of one of the UN SDGs. 
This involves financing projects related to associations, social work, educa¬ 
tion, and health care. Moreover, BNP Paribas has supported 407 start-ups 
having a significant positive impact on the French Retail Banking portfolio 
(CSR Department Report 2017). Since 2013, BNP Paribas has launched 
12 ethical indices that have raised more than €3 billion. These solutions 
provide investors with a financial return while allowing them to have a 
positive impact and particularly on the environment (BNP Paribas 
Registration Document 2016, 2017). Finally, BNP Paribas collaborated 
with the General Directorate of the Treasury for the development of the 
first French Social Impact Bond (SIB). 

5. 3.6 Case of Skandinaviska Enskilda Banken (Sweden) 

Skandinaviska Enskilda Banken AB (publ) was founded in 1856 and is 
headquartered in Stockholm, Sweden. The bank delivers corporate, insti¬ 
tutional, and private banking services, including savings account, invest¬ 
ment banking, securities brokerage, loan, pension, and insurance products. 
SEB has branches throughout Sweden, in Germany, and in the Baltic 
States, and it is represented in many countries worldwide. 

Code of Conduct, Internal Policy, and Position Statements 
SEB’s Code of Conduct describes and lays out SEB’s values, ethics, and 
standards of business conduct (SEB Corporate Governance Report 
2016). SEB is also governed by a set of policies and instructions includ¬ 
ing a corporate sustainability policy, environmental policy, and human 
rights policy among others (SEB Code of Conduct 2016), while position 
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statements refer to child labor, climate change, fresh water, arms and 
defense, forestry, fossil fuels, mining and metals, renewable energy, 
and shipping. 

Corporate Governance 

The external framework for SEB’s corporate governance considers the fol¬ 
lowing rules and guidelines: 

• The Companies Act 

• The Annual Accounts Act 

• The Nasdaq Stockholm Issuer Rules 

• The Swedish Corporate Governance Code 

• The Banking and Financing Business Act 

• Rules and guidelines issued by the Swedish Financial Supervisory 
Authority and by other authorities (SEB Corporate Governance Report 
2016) 

Policies and instructions that have been drawn up to define the division 
of responsibility within the group serve as important tools for the board 
and the president and chief executive officer (the president) in their gov¬ 
erning and controlling roles. Such policies and instructions include the 
following, among others: 

• Rules of procedure for the board and instructions for board 
committees 

• Instructions for the president and the group’s activities 

• the group’s credit instruction and risk policy 

• Instructions for handling of conflicts of interest 

• Instructions for procedures against money laundering and the financ¬ 
ing of terrorism 

• The code of conduct 

• The remuneration policy 

• The corporate sustainability policy 

• Policies on the assessment of suitability of directors, members of the 
Group Executive Committee (GEC), and other key function holders 

The Corporate Sustainability Committee is chaired by the head of 
Group Communications. 
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Supported International Standards , Initiatives , Frameworks 

Within the framework of the UNEP, SEB has joined nine other banks 
around the world in issuing a Positive Impact Manifesto. SEB is also com¬ 
mitted to the following: 

1. The UN Global Compact 

2. The EPs 

3. The eight ILO Core Conventions on Labor Standards 

4. The International Covenant on Economic, Social, and Cultural Rights 

5. The International Covenant on Civil and Political Rights 

6. The Children’s Rights and Business Principles 

7. The UN Guiding Principles on Business and Human Rights 

8. The UN Convention on the Rights of the Child 

9. The OECD Guidelines for Multinational Enterprises 

10. UN-supported PRI 

11. The Universal Declaration of Human Rights 

12. The UNEP FI (SEB Corporate Sustainability Policy 2016) 

Produets and Services 

Since 2007 SEB has committed with the World Bank to implement a 
fixed-income instrument and has also acted as the sole lead manager of the 
World Bank’s inaugural SEK2.3 billion green bond (SEB 2016 Corporate 
Sustainability Report 2017). SEB has been involved in the issuance of 
10.8% of all green bonds globally. SEB’s share in 2015 was 7.6%. In total, 
40% of the total volume of green bonds has been issued on the basis of 
frameworks wherein SEB has served as the structural advisor (SEB 2015 
Corporate Sustainability Report 2016). In 2016, SEB was the fourth- 
largest underwriter in volume with a market share of 4.4% equaling 
US$3.4 billion, and it has supported other financial sector issuers such as 
ABN Amro, Bank of China, BNP Paribas, DKB, Rabobank, and SBAB as 
a structural adviser and/or underwriter. 

5.4 Learning from Experience 

5.4.1 Disclosure Practices , International Engagement, 

and Standardization 

Our analysis of reporting practices shows that standardization is yet to be 
realized. From a formal point of view, disclosure practices observed in the 
sample vary in terms of size and typology and in terms of information 
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disclosed. With regard to forms, sustainability reporting is often integrated 
into annual reports (as in the case of DNB Bank) or enclosed in specific 
CSR documents (as in the case of BNP Paribas) (Table 5.4). 

The analyzed sample reveals a wide range of reporting typologies 
adopted by banks and that vary from comprehensive reports—that 
include both financial and nonfinancial information—to specific reports 
and notes. The varied nature of these reporting practices can be further 
explained in light of countries’ policies and/or in light of the adoption 
of international frameworks. In particular, this is the case for France 
where a specific regulation has been applied. In this vein, French banks 
must also disclose their provisions or guarantees to cover environmental 
risks. Thus, variability in the quality and typologies of disclosure is 
strictly related to countries’ specific approaches to CSR and environ¬ 
mental issues. 

Another example is represented by ING, for which the document 
entitled “Application of the Dutch Banking Code” provides information 
on corporate governance and remuneration issues, risk management pro¬ 
cedures, and societal commitment. In addition to country-specific regula¬ 
tions, banks are also engaged in a series of voluntary guidelines such as 
those of the GRI. The adoption of the GRI standards by banks included 
in the sample is summarized in Table 5.5. 

By excluding CA, which does not adequately disclose based on GRI guide¬ 
lines, Table 5.6 highlights the other banks’ adherence to the standards. 


Table 5.4 Documents disclosed by banks 



2016 

2015 

2014 

Danske Bank 
A/S 

Annual report and 
corporate sustainability 
responsibility (CSR) report 

Annual report and 
CSR report 

Annual report 

ING Group 

Annual report 

Annual report 

Annual report and 
sustainability annex 

Credit 

Annual report and 

Annual report and 

Annual report and 

Agricole SA 

integrated report 

CSR report 

CSR report 

BNP Paribas 

Annual report and CSR 

Annual report and 

Annual report and 

SA 

report 

CSR report 

CSR report 

DNB ASA 

Integrated annual report 

Annual report and 
Annual CSR report 

Annual report and 
Annual CSR report 

SEB 

Annual report and 
sustainability report 

Annual report and 
sustainability report 

Annual report and 
sustainability report 


Source: Our elaboration 
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Table 5.5 Adherence with GRI standards 



2016 

2015 

2014 

Danske Bank A/S 

Non-GRP 

GRI-G4 

GRI-G4 

ING Group 

GRI-G4 

GRI-G4 

GRI-G3.1 

Credit Agricole SA 

Non-GRI 

Non-GRI 

Non-GRI 

BNP Paribas SA 

Citing GRI b 

Non-GRI 

GRI-G3.1 

DNB ASA 

GRI-G4 

GRI-G4 

GRI-G4 

Skandinaviska Enskilda Banken 

GRI-G4 

GRI-G4 

GRI-G4 


Source: Our elaboration from the GRI Database (http://database.globalreporting.org) 
a Non-GRI refers to sustainability/integrated reports in which the organization discloses information on 
its economic, environmental, social, and governance performance but with no reference to being based on 
GRI guidelines or GRI standards 

b GRI: Uses sustainability/integrated reports that make explicit reference to being based on GRI guide¬ 
lines (G3, G3.1, or G4) but for which there is no GRI content index 


Table 5.6 Accordance with GRI standards 



2016 

2015 

2014 

Danske Bank A/S 

Non-GRI 

In accordance (core) 

In accordance (core) 

ING Group 

In accordance 
(comprehensive) 

In accordance 
(comprehensive) 

A+ 

BNP Paribas SA 

None 

Non-GRI 

Undeclared 

DNB ASA 

In accordance (core) 

In accordance (core) 

In accordance (core) 

Skandinaviska 
Enskilda Banken 

In accordance (core) 

In accordance (core) 

B+ 


Source: Our elaboration from GRI database (http://database.globalreporting.org) 

In accordance (comprehensive) = reports contain the statement “ This report has been prepared in accor¬ 
dance with the GRI Standards: Comprehensive option. ” 

In accordance (core) = reports contain the statement u This report has been prepared in accordance with the 
GRI Standards: Core option. ” 

Undeclared = no explicit “in accordance” option is declared, but the report includes a complete G4 con¬ 
tent index 


The sampled banks are also listed in sustainability indices, such as the 
DJSI (BNP Paribas and ING Group) and Financial Times Stock 
Exchange4Good (FTSE4Good) (BNP Paribas). 

5.4.2 Banks’ Commitments to Sustainability 

In analyzing disclosed documents of the sampled banks, it is worth noting 
that the banks’ commitments to sustainability can be summarized based 
on the following activities: 
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- Environmental considerations in terms of direct/indirect impacts 
and dedicated products and services 

- International engagement and initiatives (e.g., UNEP FI and SDGs) 

All of the sampled banks disclose information on their direct impacts on 
the environment. Considerable attention is dedicated—by all banks—to 
issues of gas emissions reduction or climate change and efforts range from 
the development of environmental and climate-friendly financial instru¬ 
ments to the adoption of special policies and goals. This is in line with inter¬ 
national requirements (e.g., GRI) that require banks to highlight their 
current results that planned objectives in terms of direct impact reduction. 

The risk management dimension is the most difficult to assess. While 
banks such as BNP Paribas and CA—forced by the French legal frame¬ 
work - provide many details on provisions and risk management practices, 
in the case of other banks information is difficult to retrieve. 

With regard to the UN SDGs, only CA does not provide any informa¬ 
tion on its involvement. Table 5.7 provides an overview of the how other 
banks engage with the standards. 

Table 5.7 shows that some objectives are prioritized by all of the banks, 
and that climate action is one of these. 


Table 5.7 UN sustainable development goals by banks 



Danske 

ING 

BNP 

DNB 

SEB 


Bank 


Paribas 



1. No poverty 



/ 



2. Zero hunger 



/ 



3. Good health and well-being 

/ 


/ 



4. Quality education 

/ 

/ 

/ 

/ 


5. Gender equality 

/ 


/ 



6. Clean water and sanitation 


/ 

/ 



7. Affordable and clean energy 


/ 

/ 



8. Work and economic growth 

/ 

/ 

/ 

/ 

/ 

9. Industry, innovation, and infrastructure 


/ 



/ 

10. Reduced inequality 



/ 



11. Sustainable cities and communities 


/ 

/ 



12. Responsible consumption 


/ 




13. Climate action 

/ 

/ 

/ 

/ 

/ 

14. Life below water 



/ 



15. Life on land 



/ 



16. Peace, justice, and strong institutions 


/ 

/ 


/ 

17. Partnerships for the goals 

/ 

/ 

/ 




Source: Our elaboration 
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5.4.3 Financial Performance and Sustainability Strategies 

To explore the possibility that better financial performance may lead banks 
to disclose more sustainability information, Table 5.8 compares financial 
data to positions ranked by banks in the Top 100 Sustainability Companies 
ranking. 

From the data and given that the Top 100 Sustainability Companies 
methodology (see Appendix 5.1) is based strictly on disclosed and publicly 
available data listed on banks’ websites, it is possible to note that 

1. Danske Bank moved from the tenth (in 2015) to the fourth (in 
2017) position, and thus this bank improved the quality of its own 
disclosure practices during the period considered. Excluding the 
value of total assets for 2015, all of the considered variables increased 
in value in the same period; 

2. ING Bank moved from the 45th to the 5th position in 2016/2017 and 
in the same period all of the considered variables decreased in value; 

3. CA moved from 42th to 17th position between 2015 and 2017 and 
all of the considered variables decreased in value during this period 
except for the net income for 2016; 

4. BNP Paribas moved from the 82th to the 42th position between 
2015 and 2017, while the considered variables generally increased 
in value during this period; and 

5. SEB moved from the 58th to the 46th position between 2015 and 
2017, while the variable net income value decreased over the same 
period. 

The relationship between improved financial performance and the 
quality of sustainability disclosure is not clear. However, it is interesting to 
note that if there is no clear relationship between financial performance 
and sustainability disclosure, the improved quality of the latter may be 
explained by a need to regain customer confidence. In this sense, further 
analysis based on statistical tools is required. 

5.4.4 Sustainable Banking Products 

It is interesting to note that all of the sampled banks are engaged in green 
bond initiatives and consequently disclose much more information despite 
providing other green or social products. As stressed in previous sections 
of this book, the development of new products and services can be viewed 


Table 5.8 Financial data and sustainability companies rankings: A comparison 
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as a market opportunity. As shown in the sections dedicated to green 
bonds, banks declare their efforts to fight climate change and highlight 
the total number of green bonds issued underwritten or arranged under a 
lead manager. Moreover, banks provide information on other products 
such as microfinance funds (as in the case of SEB) and social impact bonds 
(as in the case of BNP Paribas). 

5.5 Conclusion 

This chapter describes the disclosure practices of the six most sustainable 
banks in Europe based the notion that increased attention to sustainable 
banking activities from customers and stakeholders has heightened the 
importance of disclosure. 

Banks are adopting international frameworks as a reference point to 
disclose their information to the public and to highlight their attention 
to issues such as human rights, financial crimes (e.g., antimoney launder¬ 
ing), and climate change. However, the adoption of well-recognized 
international standards—such as the GRI—does not guarantee standard¬ 
ization or contents of disclosure, as 50% of the sampled banks did not 
adopt (or cite) GRI in 2016 and among those that adopt the standards 
(core and comprehensive) variability in the content and level of disclo¬ 
sure is relevant. Moreover, comparing disclosure practices is further 
complicated by the presence of a large number of disclosed documents 
with relevant information and that integrate “core” sustainability reports. 
In this sense, disclosure is one of the most important instruments that 
banks can use to demonstrate their “sustainable approaches”. However, 
sustainability reports are not easily accessible and are often completed by 
a series of other documents that do not provide an immediate overview 
of what banks do in terms of sustainability. Another issue that does not 
appear to be fully assessed in actual disclosure practices is related to the 
role of boards. As highlighted in previous chapters, corporate gover¬ 
nance is a major driver toward sustainability in the banking sector. 
Nevertheless, information on concrete commitments to sustainability is 
not always available. 

Finally, banks are paying more attention to the development of sustain¬ 
able financial products and especially to green bonds. This confirms that 
banks view sustainability as a source of market opportunity. 
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Appendix 5.1: The Global 100 Sustainability 
Companies 

The top 100 Global 100 Sustainability Index is an international standard 
for evaluating corporate performance on key social and environmental 
issues. Corporate Knights screens, a Canadian magazine which manages the 
Global 100, analyzes nearly 5000 companies against their global industry 
peers to produce an annual list. The ranking is based on publicly disclosed 
data (e.g., financial filings and sustainability reports) and the precise rank¬ 
ing methodology and results of the process are fully disclosed (Global 100 
Sustainability Index, 2017). The review process is described in Fig. 5.1. 

From the starting universe, screening criteria are applied. The screening 
criteria are described in Fig. 5.2. 

The shortlist obtained from the screening criteria is then analyzed from 
the KPIs summarized in Fig. 5.3. 



Fig. 5.1 The Corporate Knighfs review process (Source: Our elaboration from 
Global 100 Sustainability Index (2017)) 
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Sustainability 

Disclosure 

Practices 

Financial Health 





Companies that did 
not disclose at least 
75% of the 'priority 
KPIs’ in their 
respective industry 
group are eliminated 


Companies with an F 
score below 5 are 
eliminated 




V If 


Product 

Categories 


Companies that 
operate in the sector 
of Tobacco are not 
enclosed while in the 
case of Aerospace & 
Defense, the company 
will only be 
eliminated if it 
derives a majority of 
its revenue from its 
Defense business 
group 


Sanctions 


Companies with a bad 
ratio (based on 
research provided by 
RepRisk AG) in terms 
of total amount of 
money that have paid 
out in qualifying 
fines, penalties or 
settlements on a 
trailing one-year 




w 


Fig. 5.2 The Corporate Knipfhfs screening process (Source: Our elaboration 
from Global 100 Sustainability Index (2017)) 


Resource 

management KPIs 

• Energy Intensity 

• Carbon Intensity 

• Water Intensity 

• Waste Intensity 


Financial 
management KPIs 

• Innovation Capacity 

• Percentage Tax Paid 

• CEO-Average 
Employee Pay 

• Pension Fund Status 


Employee 
management KPIs 

• Safety Performance 

• Employee Turnover 

• Leadership Diversity 

• Clean Capitalism 
Pay Link 


Additional KPIs 


• Supplier score 

• Clean Air 
Productivity score 


Fig. 5.3 The Global 100’s KPIs (Source: Our elaboration from Global 100 
Sustainability Index (2017)) 


Notes 

1. The OECD Guidelines for Multinational Enterprises constitute the most 
comprehensive international instrument on responsible business conduct 
(RBC). The OECD Guidelines set out principles and standards on RBC and 
steps that enterprises are expected to take to avoid and address involvement 
with adverse impacts across a range of societal concerns. For further details 
see OECD (2001, 2017). 

2. The Climate Bonds Initiative is an international investor-focused not-for- 
profit organisation that works to mobilize debt capital markets for climate 
change solutions. It works with institutional investors, commercial actors 
and governments to promote investment in projects and assets necessary to 
support a rapid transition to a low-carbon and climate resilient economy. 
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The Climate Bonds Initiative also runs an International Standards and 
Certification Scheme for climate bonds; investor groups representing $34 
trillion in assets sit on its board and some 50 organizations are involved in 
its development and governance. For further details see the Climate Bond 
Initiative website at www.climatebonds.net 

3. Equator principles (EPs) are risk management frameworks for determining, 
assessing and managing environmental and social risk through project 
financing initiatives. The EPs are primarily intended to provide minimum 
standards for due diligence required to support responsible risk-related deci¬ 
sions and are conceived to ensure sustainable development in project 
finance. The social, ethical, and environmental policies of financial institu¬ 
tions that adopt this framework differ significantly from those of banks that 
do not adopt it (Scholtens and Dam 2007). On the role of EPs as a tool for 
sustainability in the financial sector, see Weber and Acheta (2014). On the 
relationship between EPs and bank liquidity, see Chen et al. (2017). On the 
relationship between the adoption of EPs and shareholder value, see 
Eisenbach et al. (2014). 

4. The sustainable development goals (SDGs) were launched in 2015 by the 
United Nations. The SDGs follow the Millennium Development Goals and 
are a universal set of targets and indicators designed to help countries end 
poverty, protect the planet and ensure prosperity for all as part of a new 
sustainable development agenda. For further details see http://www. 
un. org/sustainabledevelopment/sustainable - development- goals/ 

5. The CDP is the global standard for the measurement and reporting of cli¬ 
mate change information. The A List names the world’s businesses leading 
on environmental performance. For further information see: https://www. 
cdp.net/ 

6. The Banking Environment Initiative is convened by the University of 
Cambridge Institute for Sustainability Leadership (CISL), which also houses 
the Secretariat. The BEI is a group of international banks convened by the 
Chief Executives of its members to identify ways to collectively direct capital 
towards environmentally and socially sustainable economic development. 
The ‘Soft Commodities’ Compact is a unique client-led initiative that aims to 
mobilize the banking industry as a whole to contribute to the transformation 
of soft commodity supply chains and to therefore help clients achieve zero 
net deforestation by 2020. It represents one of the key work streams of the 
BEI. Further information can be retrieved from https://www.cisl.cam.ac.uk 

7. The Carbon Pricing Leadership Coalition (CPLC) was officially launched in 
November 2015 on the opening day of COP21, and it brings together gov¬ 
ernments, businesses and NGOs who agree and advocate that carbon pollu¬ 
tion should be priced fairly, effectively and efficiently. For further information 
see https://www.carbonpricingleadership.org/ 
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CHAPTER 6 


Being a Sustainable Bank: The Case of Intesa 

Sanpaolo 


Abstract A leading banking group, such as Intesa Sanpaolo, can have a 
significant impact on the society and environment in which it operates. 
Since 2007, social and environmental issues are increasingly integrated 
into business strategies. This chapter explores what it means to be a sus¬ 
tainable bank from the internal perspective of Intesa Sanpaolo. This case 
highlights the role of sustainability in banks and the relevant aspects that 
are considered in the bank’s strategy. 
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6.1 The Group Profile 1 

With 12.6 million customers and 4800 branches in Italy, the Intesa 
Sanpaolo (ISP) Group is the country’s largest banking group (Fig. 6.1) 
and one of the top banking groups in Europe. 

The Group is Italy’s leading provider of financial products and services 
for households and businesses, particularly in banking (with a market 
share of more than 17% for loans and 18% for deposits), life insurance 
premiums (with a market share of nearly 20%), asset management (20%), 
pension funds (nearly 22%), and factoring (28.4%). 

The Group also has a strategic presence as one of the main banking 
groups in Central and Eastern European, Middle Eastern, and North 
African countries, serving 7.6 million customers via a network of approxi¬ 
mately 1100 branches in 11 countries (Fig. 6.2). 

As of 30 September 2017, the ISP Group had total assets of €785,359 
million, customer loans of€390,818 million, direct deposits from banking 
business of €418,407 million, and direct deposits from insurance business 
and technical reserves of €149,985 million. The ISP Group comprises 
seven business units serving different customer categories, governance 
areas, and central entities directly reporting to the managing director and 
chief executive officer (CEO). 

6.2 Intesa Sanpaolo’s Commitment and Values 

ISP is one of the most active groups in the world in terms of economic, 
social, and environmental sustainability, and acts as a responsible financial 
intermediary to generate long-term value for the bank, its people, its cus¬ 
tomers, the community, and the environment. 

ISP promotes growth based on long-term sustainable results and value 
creation, through a strategy built on stakeholder trust, customer and 
shareholder satisfaction, employees’ sense of belonging, and understand¬ 
ing of community and local areas’ needs. 

Elena Flor, head of Corporate Social Responsibility (CSR) at ISP, says: 
“Our way of banking has changed over time but has always remained consistent 
with the goal of creating a reliable financial system that is worthy of investors’ 
trust. Transparency , soundness , careful risk management and integrity underlie 
our decisions and our everyday work. Service quality , staff valuing and motiva¬ 
tion , environmental protection and a responsible resource management , as well 
as the numerous initiatives in favor of the community , are a concrete proof of the 
reliability of both our commitment and our effort to continuous improvement.” 
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Fig. 6.1 The Intesa Sanpaolo Italian network (Source: Intesa Sanpaolo) 
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Great importance is given to risk management and control in order to 
maintain a moderate risk profile, stable profits, a sound liquidity position, 
and a strong reputation, which are all key factors to protect both current 
and future profitability. Being a solid bank with growing profitability, a 
high capital base and a relatively low-risk profile allows ISP to positively 
contribute to the interests of all stakeholders and to the well-being and 
progress of local communities. 

The Code of Ethics, adopted in 2007, is the key document that 
expresses the identity of ISP, its mission and values, and the principles fol¬ 
lowed in its relationships with stakeholders. 

In the banking industry, where products and services are intangible, a 
brand’s image and reputation have great importance in influencing the 
decisions and perceptions of consumers and stakeholders in general. 
Sustainability and business ethics, in turn, have a deep impact on image 
and reputation. 

Aware of the fact that its brand is a major strategic asset, ISP is always 
focused on the measurement, enhancement, and protection of the image 
and reputation of its brand, with a view to preventing and minimizing 
potential negative effects. 

6.3 Intesa Sanpaolo Strategic Guidelines Vis-A-Vis 
the Stakeholders 

ISP wants to be a responsible financial intermediary that generates collec¬ 
tive value, fully aware that innovation, the development of new products 
and services, and the responsibility of companies may contribute to reduc¬ 
ing the impacts of phenomena such as climate change and the dramatic 
growth of social inequality on society. How does the bank want to be 
perceived by its stakeholders? What does it intend to be or to do for them? 
With regard to these two questions, ISP aims to do the following: 

For Customers 

• To be a real-economy bank that supports the real economy by lever¬ 
aging a strong balance sheet to match healthy credit demand and 
managing the financial wealth of clients with care. 

• To be a simple yet innovative bank, acting with a truly multichannel 
model. 
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For Shareholders 

• To be a bank with sustainable profitability in which operating perfor¬ 
mance, productivity, risk profile, liquidity, and solidity/leverage are 
carefully balanced. 

• To maintain an attractive and sustainable dividend policy, featuring a 
strong and increasing cash dividend distribution for the period cov¬ 
ered by the business plan, subject to regulatory requirements: €1.2 
billion paid for 2014, €2.4 billion paid for 2015, €3 billion paid for 
2016, and a commitment to distribute €10 billion of cumulative cash 
dividends in four years (2014-2017). 

For Employees 

• To empower and motivate people through training, job reallocation, 
acknowledgment of individual merit in career development, upgrades 
to long-term incentives linked to productivity and results, and 
upgrades to company welfare mechanisms. 

For Suppliers 

• To set up supply systems that minimize social and environmental 
impacts. 

• To maintain control over the supply chain, by cooperating with con¬ 
sumer associations and environmental and human rights 
organizations. 

For Soeiety and Environment 

• To be a bank with a distinctive identity/reputation, committed to 
contributing to the growth and development of the economy and 
society. 

• To have the CSR values deeply rooted in all business areas and staff 
functions, embedded in the bank’s strategy, supporting social and 
environmental value creation for long-term economic development 
and respecting all stakeholders. 
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6.4 Corporate Social Responsibility in Intesa 
Sanpaolo 

In ISP, the task of monitoring and coordinating the various issues related 
to social and environmental responsibility is entrusted to a dedicated 
structure, the CSR Department. It reports through the chief governance 
officer to the managing director and CEO and board of directors (Fig. 6.3). 

The CSR Department’s tasks include the following: 

• Support management in the definition of CSR policies and 
strategies; 

• update the Code of Ethics and monitor its application; 

• preside over the competent structures of the dialogue and relations 
with the socially responsible investors; 

• collaborate with other Group structures in the assessment of social 
and environmental risks in business development; 

• provide the social and environmental reporting; 


Fig. 6.3 Organizational 
structure of the CSR area 
(Source: Intesa Sanpaolo) 
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• preside over the dialogue with stakeholders on the issues of 
competence; 

• set environmental guidelines by developing long-term plans of action 
with the competent departments and monitoring their implementa¬ 
tion; and 

• support training and communication activities on social and environ¬ 
mental issues. 

The CSR Department reports periodically to management on the 
application status of the Code of Ethics, on critical elements, and on stake¬ 
holders’ reports of any violation of the corporate principles and values, as 
well as on the consequent corrective actions envisaged. 

Spotting the critical elements is made possible by periodic analyses con¬ 
ducted by an independent specialized consulting company to assess the 
consistency of corporate management processes with the values of the 
Code of Ethics. 

The CSR Department collaborates with a network of delegates within 
the various departments in Italy and abroad. This Network, established 
in 2007, is a pivotal element of the self-responsibility model upon which 
the implementation of the ISP Code of Ethics is based. Its task is to 
share the experiences of departments where delegates operate and report 
any significant situation concerning social and environmental responsi¬ 
bility to the managers of the head office departments, the divisions, and 
the Group banks. 

Delegates help CSR to identify the social responsibility objectives of the 
reference departments, manage relations with stakeholders, monitor cur¬ 
rent projects, draw up the Sustainability Report, and pinpoint and manage 
cases of noncompliance with the Code of Ethics. 

A number of yearly public reports bear witness to the results of these 
continuous efforts: 

• Sustainability Report (from 2017 Nonfinancial Information) —pro¬ 
vides an account of ISP’s capacity to operate consistently in keeping 
with its values, responding to the expectations of all the people it 
handles. 

Additionally, it is a management tool for monitoring progress and 
planning improvements, thus increasing stakeholder satisfaction. 
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• Community Paper —highlights and assesses ISP’s contribution to the 
community and related impact. 

• Stakeholder engagement and improvement objeetives —gathers all the 
feedback collected through various channels from stakeholders, par¬ 
ticularly on the Bank’s activities with regard to social and environ¬ 
mental responsibility issues, and identifies areas for improvement. 

6.5 Social Sustainability 

ISP, thanks to the traditions of the almost 250 banks that gradually merged 
into the Group, stands out for its strong focus on its territory and for its 
significant support to the communities in which it operates for their eco¬ 
nomic, environmental, and social development. 

In 2016, the Bank issued loans for initiatives with a high social impact 
amounting to over €4.6 billion (of which €200 million was issued to the third 
sector and €76 million to microcredit projects), promoting financial inclusion 
and economic empowerment and creating new opportunities for growth. 

ISP also joins, through Banca Prossima and Mediocredito Italiano, the 
Ministry for Economic Development, the Italian Banking Association, 
and CDP—the country’s financial institution controlled by the Ministry, 
which aims to promote the companies’ development—in a program to 
support the growth of the social economy. 

The Group is also committed to the community through donations, 
managing temporary situations of difficulty in local areas and long-term 
solidarity, the sponsorship of projects with a positive impact on the com¬ 
munity, substantial investments in art and culture, and company volun¬ 
teering initiatives and programs involving all Group personnel. 

In 2016, the ISP Group recorded an overall contribution to the com¬ 
munity, measured by the London Benchmarking Group (LBG) standard, 2 
amounting to over €50.3 million. The majority of this consists of cash 
contributions (€46.4 million), of which 

• 52% consists of community investments—namely, contributions 
characterized by long-term plans and/or strategic partnerships and/ 
or of sizeable amounts—which show an ever-greater strategic charac¬ 
terization of the Group’s community activity aimed at long-term col¬ 
laborations that can bring a real benefit to the community; 
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• 38% consists of commercial initiatives (mainly sponsorships) with 
community benefit, which contribute to social causes while benefit¬ 
ing ISP brand and business; 

• 10% consists of charitable gifts, one-off or intermittent support of 
lesser amounts. 

In terms of the scope of intervention, arts and culture are the most 
significant areas accounting for 58.2% of total cash contributions, followed 
by economic development, education and research. 

Attention to art and culture is a priority element of the strategy that 
drives the community supporting activities of the Bank. Progetto Cultura, 
a strategic reference framework containing the multiyear planning of the 
Bank’s cultural initiatives, has several objectives: 

• Contributing to the country’s cultural growth by sharing and mak¬ 
ing publicly available the impressive heritage of historical, artistic, 
architectural, editorial, and documentary assets of ISP as a result of 
the patronage that was historically and traditionally ensured by banks 
that have joined the Group; 

• safeguarding and making the most of the Italian historical and artistic 
heritage through the restoration program Restituzioni , the promo¬ 
tion of museums and public art galleries through the systematic pub¬ 
lication of their catalogs, and by sponsoring cultural events organized 
by highly renown institutions. 

• planning and organizing exhibitions; 

• supporting scholarships for training opportunities and research in 
collaboration with universities; and 

• loaning of works to temporary exhibitions. 

The first of the above-listed programs is centered on a network of 
museums, called Gallerie d’ltalia, hosted in Milan, Naples, and Vicenza at 
some of the Bank’s most impressive historical premises, which now stand 
as buildings of major architectural and civic importance. Gallerie d’ltalia 
houses art collections (ranging from archaeological finds to the art of the 
twentieth century, approximately 20,000 works of art) and precious 
archives as a legacy of the banks that merged into ISP over time. 

Remarkable recent examples of such activities are the Francesco Hayez 
exhibition (approximately 120 works presented) and the exhibition 
dedicated to Venetian landscape painting (“Bellotto e Canaletto. Lo stu- 
pore e la luce”), containing approximately 100 exhibited works. 
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6.6 Environmental Sustainability 

Since 2007, the ISP Group adopted an environmental policy approved by 
the management board, which paid special attention to the protection of 
the environment. This commitment has extended to include, within the 
policy, not only environmental but also energy issues. The aim is to reduce 
the Bank’s ecological footprint, to protect the ecosystem, to support 
research and innovation for improving energy performance and to analyze 
risks and climate change opportunities, in order to incorporate them into 
company policies. 

6.6.1 Reducing the Bank y s Ecological Footprint 

Some of the most significant measures that ISP has taken concerning its 
own operations include: 

• reducing C02 emissions resulting from electricity and thermal 
energy consumption by 13.1% in 2016 alone; 

• 97% electricity consumption from renewable sources in Italy (80% at 
Group level); and 

• 93% recycled or ecological paper on the total purchased in Italy (89% 
at Group level). 


6.6.2 Green Finance 

In 2016, 3.1% of ISP’s total loans to business referred to environmental 
protection sectors, such as renewable energy, energy efficiency, and envi¬ 
ronmental services, amounting to approximately €1.7 billion, allotted as 
follows: project finance 47.0%, business and third sector loans 22.9%, pub¬ 
lic finance 20.3%, retail financing 8.5%, and leasing 1.3%. 

Regarding retail customers, loans were disbursed for, among others, 
the energy efficiency renovation of property, the purchase of ecological 
equipment, and the installation of solar and photovoltaic panels. 

In Italy, Mediocredito Italiano, ISP Group’s bank that brings together 
medium- to long-term financing, leasing, and factoring, made an impor¬ 
tant contribution with its “tailor-made” financial solutions for businesses 
and public administration investing in renewable energy plants or in 
energy efficiency processes developed by energy-intensive or energy ser- 
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vice companies. These loans, overseen by the Energy Desk, are preceded 
by project appraisals that support the Bank’s credit process. 

Banca Prossima, the ISP Group’s bank dedicated to nonprofit organi¬ 
zations, continued to support third sector companies that want to invest 
in energy-efficient projects with solutions to save on energy costs and 
increase the overall sustainability of social activities. In 2016, approxi¬ 
mately €1.2 million of funds was earmarked for projects through an oper¬ 
ating agreement with Federesco (the National Federation of Energy 
Service Companies), and Banca Prossima won the “Green Globe Banking 
Award” in the “indirect impact” category. 

Through its “Circular Economy” project, the ISP Group is seizing 
strategic opportunities to become an innovative and exclusive financial 
leader for the circular economy, redefining traditional financial tools to 
support the transition to a new model for economic development that is 
sustainable over time. As a Global Partner of the Ellen MacArthur 
Foundation, ISP promotes the best experience of leading international 
companies with Italian small and medium-sized enterprises (SMEs), cre¬ 
ating synergies and shared value. 

In June 2017, ISP was the first Italian bank to issue a €500 million 
green bond, which posted orders amounting to €2 billion. The proceeds 
were used to fund projects in the renewable energy and energy efficiency 
areas. The bank will publish a yearly report on the various projects. 

An internal department of qualified individuals (the “Green Bond 
Working Group”), comprising the Treasury Department, the CSR 
Department, and Mediocredito Italiano, will review and approve, as 
appropriate, each proposed loan based on an agreed list of eligible cate¬ 
gories and criteria. 


6.6.3 Responsible Investment 

ISP is aware of the positive influence that major institutional investors and 
banks are able to exert in the activation of sustainability dynamics among 
the companies they invest in or liaise with. 

Eurizon Capital, the ISP Group’s asset management company, 
embraced the Principles for Responsible Investment (PRI), geared to 
achieving a sustainable global financial system, born from the partnership 
between the United Nations Environment Programme Finance Initiative 
(UNEP FI) and the UN Global Compact, after having contributed to 
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their development. In November 2015, ISP was one of the first companies 
to subscribe to the Italian Stewardship Principles. 

In 2016, the Bank’s ethical system was implemented with new bench¬ 
marks provided by Morgan Stanley Capital International (MSCI), one of 
the most important companies worldwide for environmental, social, and 
governance (ESG) research. An additional research service focused on 
ESG topics was also implemented by MSCI ESG. 

The application of the ESG criteria resulted in the variation of the 
investment universe, with inclusions and exclusions of various issuers in 
the investment portfolios. Among the main reasons for stock inclusion ISP 
generally considers greenhouse gas reduction programs, biodiversity, clean 
tech, suppliers’ involvement, and protection of minorities in the work¬ 
force. Exclusions are mainly triggered by the involvement in arms, anti¬ 
trust violations, accounting frauds, and discrimination in granting credit. 

To guarantee that management choices respond to the above- 
mentioned ethical principles, Eurizon has set up a Sustainability 
Committee, which is independent and autonomous with respect to the 
company, composed of professionals of heterogeneous extraction, with 
significant experience in various sectors of social responsibility concerning 
the management of products (bioethics, alternative energy, corporate gov¬ 
ernance, law, medicine, environment, and equal opportunity). Only one 
member of the Committee represents the company. 

Fonditalia Ethical Investment is the socially responsible investment 
solution of Fideuram-ISP Private Banking, which integrates income objec¬ 
tives with financial sustainability and social value aspects. 

It is worth noting that the Fondo pensione Gruppo Intesa Sanpaolo 
(ISP’s pension fund) is the first in Italy to adopt an active shareholder 
strategy, interacting directly with a number of large companies included 
in the portfolio and recommending improvement measures on topics of 
particular interest to customers regarding social, environmental, and 
governance issues. 

6.7 Intesa Sanpaolo’s Participation 
in International Standards and Programs 

ISP undertakes to observe the principles of sustainable development and 
has adhered to important international initiatives aimed at promoting dia¬ 
logue among firms, international organizations and society in general and 
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to pursue respect for the environment and human rights. The most impor¬ 
tant are as follows: 

• The Global Compact Advanced Programme for human rights, job 
protection, environment, and the fight against corruption 

• The UNEP FI 

• The Equator Principles (voluntary international guidelines for proj¬ 
ect financing activities) 

• The Carbon Disclosure Project (an international nonprofit organiza¬ 
tion that manages a global disclosure system on climate change for 
companies) 

• The LBG (an internationally recognized standard for companies’ 
reporting of community investments) 

Furthermore, ISP is a member of the business communities that sup¬ 
port the UN’s sustainable development goals. The most significant proj¬ 
ects and activities already identified refer to 

• microfinance projects, 

• the use of renewable sources, 

• employment protection, 

• training and promotion of new entrepreneurship, 

• support of start-ups (tech-marketplace), 

• the management of environmental emergencies, and 

• the prevention of corruption. 

6.8 Awards and Inclusion in Indexes 

The Bank is included in several sustainability indexes, where selection is 
based not only on financial performance but also on social and environ¬ 
mental performance (ESG analysis). 

The most relevant are the Dow Jones Sustainability Indices, whose 
selection is dependent on an annual assessment carried out by Robeco 
SAM, with a best-in-class criterion based on three aspects: economic and 
governance, social, and environmental. For its sustainability performances, 
ISP was included in the Robeco SAM Sustainability Yearbook 2017 and 
received the Bronze Class Sustainability Award 2017. 

The strong commitment to the development of a low-carbon economy 
has recently been rewarded by the Carbon Disclosure Project (CDP) with 
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the ISP’s confirmation in the 2017 “Climate A List”, which includes the 
112 companies that reached Level A for their performance in climate 
change mitigation. CDP is the international nongovernmental organiza¬ 
tion (NGO) that analyzes environmental information at the request of 
investors representing over $100 trillion in managed funds. 

ISP is also included in: 

• the Financial Times Stock Exchange4Good (FTSE4Good) Global 
and FTSE4Good Europe, which considers only publicly available 
information on the three ESG areas—ESG—with assessment in 14 
sectors and the use of approximately 350 indicators; 

• the MS Cl Global Sustainability, with assessment based on the three 
ESG areas, and MS Cl Low Carbon, for which carbon emissions are 
assessed; 

• the Euronext Vigeo Europe 120 and Euronext Vigeo Eurozone 
120, where inclusion is based on an assessment conducted on the 
three ESG areas and includes an analysis of any dispute; 

• the Ethibel Excellence Investment Register (Global and Europe), 
based on the assessment conducted by the rating agency Vigeo 
Sustainability on the three ESG criteria and includes the analysis of 
any dispute; 

• the UN Global Compact 100 stock index, the 100 companies adher¬ 
ing to the ten principles of the UN Global Compact that stood out 
at a global level in terms of their attention to sustainability issues, and 
their performance in the financial sector; 

• the Standard Ethics Italian Bank, with assessment based solely on 
corporate governance, and Standard Ethics Italian, based on CSR 
and corporate governance; 

• the ECPI indexes, where the assessment is based on the analysis of 
public information on the three ESG areas and on the assessment of 
controversies; 

• the Diversity and Inclusion Index (D&I—Thomson Reuters), where 
ISP is ranked 28th among 4000 listed companies, whose performance 
is measured in terms of diversity, inclusion, and professional develop¬ 
ment; and 

• the STOXX© Global ESG Leaders Index, which includes companies 
that are leaders worldwide in terms of ESG criteria, based on ESG 
indicators provided by Sustainalytics. 


146 R. CARE 


ISP’s projects in the sustainability field obtained numerous awards: 

• In January 2017, the ISP was assigned the 20th position in the 
Global 100 ranking, drawn up by Corporate Knights , a Canadian 
magazine specializing in clean capitalism, which includes the top 100 
sustainable companies in the world. It is the only Italian banking 
group in the ranking. 

• The Group’s commitment to people has been rewarded with the 
“Diversity & Inclusion Award 2017” and the inclusion in the 
EQUILEAP—Gender Equality 2017 Ranking, which includes 200 
companies that stood out for their commitment to gender equality. 
The project “ISP Digital Learning: Portal and Smartphone App to 
Learn Anytime, Anywhere” was rewarded with the “Distribution and 
Marketing Innovation Award”. 

• For the attention to the environmental issues, in 2016, the Bank was 
included in the Newsweek Green Rankings and awarded as “Industry 
Carbon Leader 2016” by ET Index Research. 

In November 2017, ISP was also awarded the special prize “Mecenate 
del XXI Secolo” (twenty-first-century patron of arts) of the Corporate Art 
Awards in Rome, thanks to the quality and scope of its art initiatives, 
which are “unparalleled in the world”, the grounds of the acknowledg¬ 
ment said. 

The Corporate Art Awards are promoted by pptArt, the first crowd¬ 
sourcing platform in the field of arts, and LUISS Business School, the 
private university supported by the Italian Industrialists Association. The 
Awards aim to identify and promote outstanding cases of patronage on an 
international scale. 


6.9 Conclusion 

The analysis of the ISP case shows that sustainability issues are a key ele¬ 
ment in the way in which the Group operates. ISP has promoted numer¬ 
ous initiatives for the economic and social development of the community, 
often centered on the founding values and the code of ethics of the Group. 
At the same time, ISP adopted concrete actions to fight climate change 
both considering its direct impact and in terms of financial products and 
investments. With regard to sustainability reporting, ISP shows great 
attention to international initiatives such as the Equator Principles, and 
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the Group’s efforts to create long-term value for all stakeholders have 
been recognized at the international level with its inclusion in numerous 
sustainability indexes. 


Notes 


1. Data as of November, 2017. 

2. London Benchmarking Group (LBG) is an internationally recognized stan¬ 
dard for companies reporting of community investments. 


® 

Check for 
updates 


CHAPTER 7 


Looking Back, Looking Forward 


Abstract This chapter comments on the main topics discussed in the 
book. In particular, the chapter highlights the main future of sustainable 
banking and designs a set of themes meriting further investigation from 
researchers in future studies. 

Keywords Sustainable banking • Disclosure • Social banks 

7.1 Are We Moving Toward a Paradigmatic Shift? 

The main critiques of mainstream finance have been explored in Chap. 2. 
Perceived as being too far from the real word and unable to understand 
the real market’s behavior, mainstream finance has been accused of being 
the real cause of the 2007-2008 financial crisis. For many years, finance 
and ethics have been considered as dichotomic concepts. Chapter 2 shows 
that many authors have rejected this perspective, while others propose to 
relax the basic assumption of mainstream finance by proposing a paradig¬ 
matic shift toward social sciences and new epistemological approaches. 
Recent developments in behavioral finance and social finance literature 
seem to be headed in this direction. Moreover, a new academic and prac¬ 
titioner’s movement is emerging. In this sense, is it possible to enumerate 
the United Nations Environment Programme Finance Initiative (UNEP 
FI) Manifesto for positive impact (described in Chap. 3) and the “Postcrisis 
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Finance Research Manifesto” (described in Chap. 2). Future studies in 
this field may be devoted to understand the real scientific maturity of these 
emerging practices. 

7.2 Social Banking versus Sustainable Banking: 

MAIN DIFFERENCES 

Social banks have been analyzed in Chap. 2, both from a theoretical point 
of view and from the practical perspectives of Charity Bank and Triodos 
Bank (see Appendix 2.1). From a theoretical point of view, several authors 
highlighted that social banks are not a new phenomenon but a typical 
European phenomenon with many years of history. The renewed interest 
in social banks is essentially related to their “resilience” to financial crises, 
their focus on noneconomic criteria, and their delivery of financial services 
that have positive social, environmental, or sustainable impacts to indi¬ 
viduals and organizations. From a practical point of view, and thus from 
the analysis of Triodos Bank and Charity Bank, the following main charac¬ 
teristics emerge: 

1. Social banks focus their attention on the measurement of their 
impact. In this sense, both banks have developed impact measure¬ 
ment methodologies based on qualitative and quantitative factors. 

2. Social banks provide loans only to specific categories of borrowers 
that generally are not considered by traditional banks. 

3. Social banks have a declared social mission and operate not only 
considering their risk and return but also their social impact. 

4. Social banks provide information on loans and banking operations 
in a transparent manner. 

Unlike social banks, sustainable banks are traditional banks that operate 
by following a sustainable approach. This type of bank does not have a 
clear social or charity approach in their mission statement, but, on the 
contrary, is formed to pursue profit. Sustainable banks try to mix their risk 
and return considerations with impact and sustainability considerations. In 
particular, the sustainable approach of these kinds of banks revolves around 
disclosure, risk management, new products, reputational concerns, and 
compliance with voluntary or mandatory requirements. 
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From the comparison between social banks and sustainable banks, some 
clarifications emerge. First, social banks are by nature sustainable banks, 
while the opposite is not true. Sustainable banks are by nature “profit ori¬ 
ented banks” that pursue their sustainable aims in a strategic manner. New 
sustainable products, new risk management practices, and new disclosure 
practices confirm that these banks are trying to be sustainable but with an eye 
on reputation, brand image, market share, and, in general, performance. 

7.3 Are NGOs and Regulators Pushing 
Toward Sustainable Banking? 

Despite the increasing adoption of voluntary code of conducts and of vol¬ 
untary disclosure practices, banks are constantly pressured to communicate 
their engagement in sustainability. However, to date, much information 
has not been disclosed, and standardization in sustainability reports is not 
a reality so far. This is due to the presence of different regulatory require¬ 
ments in different countries. An example can be seen in Chap. 5, related to 
a French corporate duty of vigilance law that requires multinational French 
companies to establish and implement a diligence plan that should state the 
measures taken to identify and prevent the occurrence of human rights and 
environmental risks resulting from the companies’ activities, the activities 
of companies they control and the activities of subcontractors and suppli¬ 
ers. At the same time, French banks have to also disclose their provisions or 
guarantees to cover environmental risks. Moreover, many authors, from a 
theoretical point of view, analyzed the relationship between sustainability 
disclosure and bank performance. The results in this field are not yet defini¬ 
tive; thus, further research may be useful. 

7.4 Emerging Market Opportunities from Risk 
Management 

As highlighted in Chap. 3, the banking sector as a whole is less concerned 
about its direct environmental impact than with the implications of the 
direct impact of their customers’ activities. In this sense, banks have 
become more interested in appraising corporate environmental risk and 
performance when they lend or invest money (Lee et al. 2002). This is 
because, in terms of the direct impact on the environment, the banking 
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industry is generally perceived as a “clean sector” compared with other 
sectors such as oil and gas or transportation (Vigano and Nicolai 2009: 
Bouma et al. 2017). Only recently, indirect risks—such as reputation and 
the responsibility related to lending activities—were duly considered 
(Vigano and Nicolai 2009). Moreover, in the case of underestimated 
environmental risk, capital can be overallocated to higher-risk activities. 
Thus, environmental risk analysis can support a more efficient allocation 
of capital for long-term sustainability. Risk management activities have the 
major role of protecting banks from environmental risks and related costs, 
but, at the same time, they may represent harmful instruments for creating 
new business opportunities. In particular, during the last years, new sus¬ 
tainable products and services have emerged. The emergence of these new 
products represents a way for banks to improve their offers by capturing 
new customers or to diversify the banks’ own portfolio and consequently 
mitigate their risk exposure. Finally, banks actively engaged—and per¬ 
ceived—as sustainable or green may increase their reputation among cus¬ 
tomers, financial regulators, and the entire financial system. 

7.5 Concluding Remarks 

This book provides an overview of the concept of sustainable banking by 
moving from the relationship between ethics and finance. By questioning 
the essence of neoclassical finance, particularly the assumptions of profit 
maximization and rationality, many scholars agree on the need to recon¬ 
sider the role of finance in society and the need to consider different epis¬ 
temological and methodological approaches. In particular, several authors 
are paying attention to the need to relax the rigid assumption of traditional 
finance toward a more “humanistic” approach. As highlighted in the final 
paragraph of Chap. 2, this book does not aspire to understand if it is time 
for a Kuhnian revolution. However, much has been done, and some emerg¬ 
ing topics seem to be the academic responses to the crisis of traditional 
finance. In particular, two main areas of research are emerging: behavioral 
finance and social finance. Chapter 2 focused on the second by pointing 
out how finance can be useful for society by giving priority to ethical and 
ecological choices, social utility, public interest, sustainable development, 
and long-term returns over short-term profit maximization. 

Moreover, the analysis conducted in previous chapters—and in particu¬ 
lar in Chap. 3 —revealed that there are two major trends in the literature 
relating to sustainability issues in the banking industry. The first strand 
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analyzes the relevance of sustainability/environment disclosure (Campbell 
and Slack 2011; Carnevale and Mazzuca 2014), and the second studies 
how sustainability issues are integrated into risk management models, lend¬ 
ing practices, products, and services (Thompson and Cowton 2004; Weber 
et al. 2010; Weber 2012; Weber and Banks 2012; Weber et al. 2015). 

For this reason, Chap. 4 explored the new banking practices that are 
emerging and explored in details new sustainable banking products and 
the issues related to sustainability disclosure. The same aspects have then 
been explored from a practical point of view in Chaps. 5 and 6. With 
regard to Chap. 5, the chapter provides a multiple case study analysis 
based on six European banks that are included in one of the most impor¬ 
tant sustainability ranking lists (Top 100 Sustainable Companies). From 
the comparison, some important aspects have emerged: 

- Sustainability disclosure is influenced by the regulatory environment 
in which banks operate (as in the case of Dutch and French banks); 

- despite the fact that banks refer to international voluntary frame¬ 
works, sustainability disclosure is far from standardization; 

- risk management practices take different forms, but in every case, 
risk management practices are related to the need to preserve reputa¬ 
tion and brand image; and 

- all banks included in the sample provide sustainable products. In 
particular, all banks are active in the market of green bonds, both as 
issuers and as underwriters. 

Chapter 6 provided an overview of Intesa Sanpaolo, from an internal 
point of view. In fact, Chaps. 5 and 6 have been developed to provide an 
overall understanding of what banks do and of what banks perceive as a 
sustainable engagement. The profile of a bank with a strong commitment 
to society and communities emerges from Chap. 6. 

The attentions to environmental issues and especially to environmental 
risk management have increased during the last years. Many regulatory 
and international frameworks have been developed and have been vari¬ 
ously applied based on many specific factors, such as size or legal context. 
Finally, by incorporating sustainability principles into corporate strategy 
funding decisions and product/service definition processes, banks can be 
influential in supporting and promoting environmentally and/or socially 
responsible projects and enterprises and thus may have a central role in 
promoting sustainable development. 
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